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HtlARING ON FEDERAL STUDENT LOAN 
PROGRAMS 



TUESDAY, MAY 23, 1995 

House of Representatives, Subcommittee on Over- 
sight AND Investigations, Committee on Economic 
AND Educational Opportunities, Washington, DC. 
The subcommittee met, pursuant to call, at 1:30 p.m.. Room 
2175, Rayburn House Office Building, Hon. Peter Hoekstra, Chair- 
man, presiding. _ ^ „ « 

Members present: Representatives Hoekstra, Barrett, Ballenger, 
Cunningham, McKeon, Weldon, Goodling, Sawyer, Roemer, Scott, 
Green, and Reynolds. , t-> 

Staff present: Emilia DiSanto, Professional Staff Member; Der- 
rick Max, Professional Staff Member; John Straub, Budget Analyst; 
Leigh Lanning, Legislative Assistant; Sally Stroup, Professional 
Staff Member; and Richard Jerue, Professional Staff Member. 
Chairman Hoekstra. The subcommittee will now come to order. 
Gk)od afternoon. I'd like to welcome all of you for this meeting of 
the Oversight and Investigations Subcommittee to discuss the in- 
volvement of the Federal Government in the student loan process. 

Student access to higher education is an important issue, par- 
ticularly as the job market requires increased education for hinng. 
Forty or 50 years ago, few people needed more than a high school 
diploma to provide for his or her family. This is not the case today. 

Many employers consider a college degree a prerequisite for em- 
ployment, and a graduate degree is becoming increasingly essential 
to land a job in several careers. 

With this being the case, access to a college education is a con- 
tinuing concern For students and their families and for this Con- 
gress. Tuition costs at many public and private colleges and univer- 
sities have increased far faster than the inflation rate over the past 

As a result, a large percentage of students now must borrow 
money to continue on to college or graduate school. It is a very ex- 
pensive proposition. ^ j i 

Over the years, many vehicles have emerged to help students 
and families obtain the necessary funds to continue higher edu- 
cation. Two years ago. Congress passed legislation to initiate the 
Federal Direct Student Loan Pro-am. Today this program oper- 
ates side by side with the Federal Family Education Loan Program 
that has existed since 1965. , , •, , t^. ^ 

There has been fierce criticism over the cost of the Federal Direct 
Student Loan Program over the past year or so. It is unclear just 

(1) 
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how much this program will cost the Federal Grovemment in the 
long run, despite early estimates of savings. 

Concerns have also been raised about the direct involvement of 
the Federal Government in the program. In this time of devolution 
of power and responsibility to State and local officials, it seems con- 
tradictory to place a program of this magnitude firmly in the hands 
of the Federal Department of Education, but then the question 
arises: How private is private? 

There are innate problems that exist with the FFEL today that 
must be addressed. I would encourage the panelists to address the 
question of Federal involvement in the FFEL compared to the Di- 
rect Loan program. Must we move to a totally federally run pro- 
gram just to avoid problems under the existing structure? I would 
like to explore the options. 

This Congress is intent on reducing spending so that our children 
are not harnessed with an enormous debt. It is essential that any 
Federal involvement in student loans address the needs of families 
without contributing to the tax burden and long term indebtedness 
of tomorrow's families. How do we balance this? 

To further focus our discussion, I'd like to reiterate the principles 
that we have followed in our committee's work: 

We must ensure that the programs and regulations we over- 
see: Focus on the appropriate Federal mission; work effectively 
and efficiently; consistently follow Congressional intent; estab- 
lish a framework for policy initiatives that will create an envi- 
ronment for life-long learning and effective workplace policy; 
and provide for a Federal Government role only where abso- 
lutely necessary. 
All that being said, I would now like to recognize my colleague 
and Ranking Member, Mr. Sawyer, for his opening statement. 
[The prepared statement of Mr. Hoekstra follows:] 

Statement of Hon. Peter Hoekstra, a Representative in Congress from the 

State of Michigan 

Good morning. I'd like to welcome you all for this meeting of the Oversight and 
Investigations Subcommittee to discuss the involvement of the Federal Government 
in the student loan process. 

Student access to higher education is an important issue, particularly as the job 
market requires increased education for hiring. Forty or 50 years ago, few people 
needed more tiian a high school diploma to provide for his or her family. This is 
not the case today. Many employers consider a college degree a prerequisite for em- 
ployment and a graduate degree is becoming increasingly essential to land a job in 
several careers. 

With this being the case, access to a college education is a continuing concern for 
students and tiieir families. Tuition costs at many public and private colleges and 
universities have increased far faster than the inflation rate over the past decade. 
As a result, a large percentage of students now must borrow money to continue on 
to college or graduate school. It is a very expensive proposition. 

Over tiie years, many vehicles have emerged to help students and families obtain 
the necessary funds to continue higher education. Two years ago. Congress passed 
legislation to initiate tiie Federal Direct Student Loan Program. Today this program 
operates side by side with tiie Federal Family Education Loan Program [or the 
FrEL] that has existed since 1965. 

There has been fierce criticism over the cost of the Federal Direct Student Loan 
program over the past year or so. It is unclear just how much this program will cost 
the Federal Government in the long run, despite early estimates of savings. Con- 
cerns have also been raised about the direct involvement of the Federal Government 
in tiie program— in this time of devolution of power and responsibility to State and 
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local officials, it seems contradictory to place a program of this magnitude firmly 
in the hands of the Federal Department of Education. 

But then the question arises: How private is private? There are innate problems 
that exist with Oie FFEL today that must be addressed. I would encourage the pan- 
elists to address the question of Federal involvement in the FFEL compared to the 
Direct Loan program. Must we move to a totally federally nm program just to avoid 
problems vmaer iJie existing structure? I wo\ild like to explore the options. 

This Congress is intent on reducing spending so that our children are not har- 
nessed with an enormous debt. It is essential that any Federal involvement in stu- 
dent loans addresses the needs of families without contributing to the tax burden 
and long-term indebtedness of tomorrow's families. How do we balance this? 

To, further focus our discussion I'd like to reiterate the principles that we have 
followed in our committee's work. 

We must ensure that the programs and relations we oversee: 

1. Focus on the appropriate Federal mission; 

2. Work eflfectiveiy and efficiently; 

3. Consistently follow congressional intent; 

4. Establish a framework for policy initiatives that will create an environment 
for life-long learning and effective workplace policy; 

5. Provide for a Federal Government role only where absolutely necessary. 
All that being said, I now would like to recognize my colleague and Ranking Mem- 
ber, Mr. Sawyer, for his opening statement. 

Mr. Sawyer. Thank you, Mr. Chairman. I appreciate your taking 
the time and effort to schedule this hearing to review the status 
of an enterprise that, in its largest sense, is important to millions 
of people all across the country. 

The direct lending program is about to enter its second year of 
operations. Nearly 1,500 schools will participate in the program in 
the coming year, representing about 40 percent of the total loan 
volume in the country. Applications are being accepted for a third 
year. 

The issues that you raise in the light of this are all very impor- 
tant. The evidence I have reviewed so far clearly suggests that the 
Direct Student Loan Program is working well so far. Recent inde- 
pendent surveys indicate that the 104 schools that participated this 
first year were extremely pleased, rated the program as excep- 
tional, and cited the faster receipt of loan funds, thereby increasing 
cash flow for schools and students, [lower personnel costs], I think 
quite to the surprise of a number of people, and a better under- 
standing of the loan process among borrowers. 

Given those high marlts, I suspect that it would be premature to 
make large adjustments in the planned phase-in of the program 
right now. The second phase in the coming school year will give us 
additional opportunity to examine the benefits of the program and 
any potential problems that might arise, but I think even more im- 
portantly, it will give us an opportunity to observe — Let me just 
pause for a moment. 

At the end of my statement, I was going to thank our colleagues, 
Mr. Gordon, Mr. Petri, Mr. Istook, for being here. So before you go 
running off, just let me say thank you, in the event I'm not here 
when you get back. 

It will give us a chance to observe and compare both lending pro- 
grams in an environment of comparable loan volume. I think that's 
important in order to come to grips with those things that work 
well and those that don't in both programs, because schools con- 
tinue to have the option to choose. We can explore more thoroughly 
the factors that influence that choice and the relative ability of 
each program to meet the needs of borrowers. 



That parallel operation under currently authorized timelines, I 
hope, would allow us to gather the kind of information about the 
questions that you, Mr. Chairman, have raised and on which we 
are going to have to come to informed judgments about the future 
of student financial aid. 

In the meantime, I hope we'll continue to watch the implementa- 
tion of the direct lending program carefully to ensure that the De- 
partment is carrying out its mandate in the manner that Congress 
intended, as well as to monitor and compare the program's per- 
formance from both an operational and physical standpoint. 

In that sense, Mr. Chairman, let me again thank you. I look for- 
ward to the testimony of all of our witnesses, and I assume at this 
point we can head toward the floor and get our obligations out of 
the way there. 

Chairman Hoekstra. Well, I thought we would introduce the 
first panel, and since they weren't here, we would go right to the 
second panel. Thank you very much for that opening statement. 

We do have a vote on the floor on the rule. Before we do that, 
any other members can submit opening statements. We can go vote 
on the rule. I believe that allows then for at least two hours of gen- 
eral debate. So for all of you that are eagerly awaiting this hearing, 
we'll be gone for about 15 minutes, and then we can have uninter- 
rupted attention on this issue for around two hours. 

So the committee will recess. 

[Recess.] 

Chairman HOEKSTRA. I would like to welcome the first panel. Be- 
fore I introduce the first panel, I would like to yield for my col- 
league from California who is going to prompt the first panel and 
introduce a witness from the second panel since he won t be here 
to introduce her at that time. Mr. McKeon. 

Mr. McKeon. Thank you very much, Mr. Chairman. Not to de- 
tract at all from the first panel, they are great distinguished 
guests, but it's sure nice to have somebody from out in the outer 
world, and we do have Dr. Diane Ryan who works at Cal State 
University Northridge in my district, achieved groat notoriety and 
fame during the earthquake a couple of years ago. 

She is the Director of Financial Aid there, and has a lot of expe- 
rience in this area. I just am happy to be here to welcome her, and 
apologize that I will have to leave, but I know that she will be an 
outstanding witness and a good addition to this panel, and I am 
also glad to see these other distinguished gentlemen here, too. 

Thank you. 

Chairman Hoekstra. Thank you, Mr. McKeon. 

I'd like to — I'll be very brief in my introductions of the first 
panel. They are distinguished guests, I think well known to all of 
us: Mr. Petri, Mr. Istook, Mr. Simon, and Mr. Gordon. 

Welcome. We are looking forward to your testimony. We'll begin 
with you, Mr. Petri. 

STATEMENT OF HON. THOMAS E. PETRI, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF WISCONSIN 

Mr. Petri. Thank you very much. I appreciate the opportunity 
to have a chance to make a few points in connection with the guar- 
anteed student loan programs. I nave six points to make. 



First, guaranteed loans are not a private sector program. 

Second, direct lending is a public/private partnership. 

Third, the key difference between the two is the method for pric- 
ing private sector services, through a competitive bid process under 
direct lending, and through a political negotiation under guaran- 
teed loans. . . 

Fourth, because direct lending is far simpler in structure, it in- 
volves less bureaucracy and fewer Federal employees than guaran- 
teed lending. 

Fifth, the current scoring of direct lending by the CBO under- 
states, not overstates— understates its savings by billions of dol- 

Sixth, if we take student loan reform to its logical conclusion, di- 
rect lending can be even simpler and more cost effective than it al- 
ready is. 

Let me touch on each of these points. First, I'd like to say that 
I certainly believe I'm a privatizer, and I bow to no one in that re- 
gard; but what I'd like to say here is that I would be all for a truly 
private student loan program, but that's not what we have, and for 
very simple reasons. , t. u >4. 

Students use the loans to invest in human capital, but they can t 
pledge their human capital as collateral. Loans to most of them 
are, therefore, too risky for private lenders. So the government has 
stepped in to provide a 98 percent guaranty and serve the appro- 
priate function of spreading these risks across all student borrow- 



ers. 



The government also determines maximum loan amounts and 
eligibility, both of students and of schools, and because lenders 
have no incentive to be diligent collectors of fully guaranteed loans, 
partly to oversee them, the government has established a network 
of guaranteed agencies that spend Federal money but are not real- 
ly accountable to anyone but themselves. 

Make no mistake. This is a government program and a Rube 
Goldberg" one at that. In it, the private sector performs two prin- 
cipal functions, providing capital and servicing the loans. The first 
of these is unnecessary. The government can sell T-bills to the pri- 
vate sector rather than providing an alternative investment vehi- 
cle, student loans, with all the attributes of T-bills. 

The second function, loan servicing, is still provided by the pri- 
vate sector under the current version of direct lending. The key dif- 
ference is how this function is priced. Under direct lending, that s 
done in a market process through competitive bidding. Under guar- 
anteed lending, it's done in a political negotiation over the loan in- 
terest rate when we reauthorize the Higher Education Act. Ive 
been in a couple of those negotiations and reauthorizations. 

A little history might be instructive here. V/hen I first joined this 
committee 16 years ago, the banks got 3.5 percent over the T-bill 
interest rate on these loans, and at that time they swore on a stack 
of Bibles that, if we lowered that differential below 3.5 percent, 
tanks would drop out and students couldn't get loans. . . , , 

Then we lowered it to 3.25 percent, and guess what? Nobody 
dropped out, but they swore on a stack of Bibles that if we lowered 
it from 3.25, they would drop out and students couldn't get loans, 
and we lowered it, with much gnashing of teeth, to 3.1 percent, and 
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fuess what? Nobody dropped out, and they swore on a stack of Bi- 
les that if we lowered tne in-school differential below 3.1, tanks 
would dr6p out and students couldn't get loans, but we lowered 
that to 2.5 percent, and guess what? Again nobody dropped out. If 
we threaten to lower these rates further today, is there any doubt 
what the banks would say? They would swear on a stack of Bi- 
bles — and you get the point. 

Now how much further down could we go? How do you find out 
in this process? Only by calling the banks' bluff little by little again 
and again until some banks do start to drop out. A Wall Street se- 
curities analyst covering Sallie Mae recently wrote that Sallie's cost 
of servicing loans is about % of a percent, which suggests that the 
differential could get closer to 1.1 percent than 3.1 percent. 

Well, it's taken us 16 years to get from 3.5 to 3.1, and I for one 
don't have 80 more years left to go from 3.1 to 1.1. 

Now I don't blame the banks for negotiating the best deal that 
they can, but I ask you, my colleagues, what's the best way to fig- 
ure out how much to pay the private sector for loan servicing, con- 
tinuing this arduous political negotiation process or separating the 
servicing function from the capital provision function and conduct- 
inga simple competitive bidding process? 

That's the key question at the heart of the debate over direct 
lending. As a dedicated fiscal conservative, I have no trouble an- 
swering it, and I don't think others should either. 

Notice that a direct loan servicer has an incentive to do a good 
job so that he can compete for another contract. In the guaranteed 
program, despite the whole unwieldy guarantee agency structure to 
enforce government due diligence regulations, there's actually an 
incentive to allow defaults to occur, since the guarantee agencies 
get to keep 27 cents of every dollar that they collect after a default, 
and most of what they don't collect is re-guaranteed by the Federal 
Government. 

The guarantee agency costs should also count in the debate over 
scoring. It's true that adding in the net present value of all future 
administrative costs on direct loans reduces the direct loan savings, 
but those savings are still huge; and if we are going to fool around 
with the scoring, let's be fair. 

Let's make sure we include on the guaranteed loan side all the 
Department's costs to oversee guaranteed loans and all the guaran- 
tee agency costs, including $300 million per year of diverted collec- 
tions on defaulted loans. 

Far more important, let's use the appropriate Federal cost of cap- 
ital for direct loans, which is the 91 day T-bill rate, rather than, 
as GEO does, a 10-year rate, which is 1.5 percentage point above, 
and therefore, a huge overstatement .of the cost. 

I do believe direct loans can be improved through further re- 
forms, which I plan to offer when this committee marks up its rec- 
onciliation instructions. First, we should base any interest sub- 
sidies on the student's wherewithal to repay the loan, which is her 
own post-school income. Then there will be just one loan program 
with a single set of terms and no need to test at the front end, a 
further simplification. 

Agair, with a workable income-dependent repayment option, 
there it no need for deferment and forbearance provisions, since 
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anyone who needs deferment oi: forbearance will get it automati- 
cally. That's another great savings in bureaucracy. 

Finally, it makes sense for students selecting income-dependent 
repayment to agree to have their repayments considered as income 
taxes and collected aiong with the rest of their income taxes by the 
IRS through an adjustment in their withholding rate. Then there 
are no more monthly checks to write or to receive and document. 

As an addition to income tax payment, which is going on anyway, 
the marginal cost of this form of student loan repayment should be 
close to zero, and it also makes senre theoretically. The students 
borrow partly to achieve higher incomes, and they agree to pay 
higher income taxes for a time in return for this investment. 

Under existing law, all those in default under repayment options 
can be placed in income-dependent repayment, where we can at 
least keep them paying whatever they can afford, an^i <rovem- 
ment will get 100 percent of whet they pay. This should lower de- 
fault costs substantially. 

Mr. Chairman, through further reforms we can attack all four 
sources of waste in student loans: Excess pajrments to lenders, de- 
fault costs, mistargeted subsidies to students, and excessive com- 
plexity and bureaucracy. Direct lending is a vital component which 
must be defended. 

Thank you very much for your indulgence. 

Chairman HOEKSTRA. Thank you. 

[The prepared statement of Mr. Petri follows:] 

Statement of Hon. Thomas E. Petri, a Representative in Congress from the 

State of Wisconsin 

Mr. Chairman, I appreciate this opportmuty to offer my thoughts on the issue of 
direct versus guaranteed student loans. I'd Uke to make six points; 
First, guaranteed loans are not a private sector program. 
Second, direct lending is a public/private partnership. 

Third, the key difference between the two is the method for pricing private 
sector services: through a competitive bid process under direct lending, and 
through a political negotiation for guaranteed loans. 

Fourth, oecause direct lending is far simpler in structure, it involves less bu- 
reaucracy and fewer Federal employees than guaranteed loans. 

Fifth, the current scoring of direct lending by the CBO understates its savings 
by billions of dollars. 

Six*h, if we take student loan reform to its lopcal conclusion, direct lending 
can b even simpler and more cost-effective than it already is. 
Let me Ljuch on each of these points. 

First, as a privatizer, I bow to no one. In fact, I am leading an effort to privatize 
the regulation of the banking industry, along with its deposit insurance, but so far 
the banking lobbies prefer service to the Pharaohs over journeying to the promised 
land of the free market. I'd be all for a truly private student loan program, but 
that's not what we have, and for a very simple reason. Students use the loans to 
invest in human capital, but they can't pledge their human capital as collateral. 
Loans to most of them are therefore too risky for private lenders, so the government 
has stepped in to provide a 98 percent guarantee and serve the appropriate function 
of spreading tiiese risks across all student borrowers. The government also deter- 
mines maximum loan amounts and eligibility, both of students and of nchools. And 
because lenders have no incentive to be diligent collectors of fVilly guaranteed loans, 
partly to oversee them the government has established a network of guarantee 
agencies that spend Federal money but are not really accountable to anyone but 
themselves. 

Make no mistake. This is a government ijrogram, and a Rube Goldberg one at 
that. In it, the private sector performs two principal functions: providing capital and 
servicing the loans. The first of these is unnecessary; the government can sell T- 
bills to the private sector rather than providing an alternative investment vehicle- 
student loans— with all the attributes of T-bilTs [low risk, fVill liquidity, no expense 



8 

while the student is in school, and interest rates tied to T-bills but 2.5 percent high- 
er]. The second function, loan servicing, is still provided by the private sector under 
the ciirrent version of direct lending. The key difference is how this fUnction is 
riced. Under direct lending, that's done in a market process through competitive 
idding. Under guaranteed lending, it's done in a political negotiation over me loan 
interest rate when we reauthorize tiie Higher Education Act. 

A little history might be instructive here. When I first joined this committee 16 
years ago, the banks got 3.5 percent over the T-bill interest rate on these loans, 
and they swore on a stack of Bibles that if we lowered tihat differential, banks woiild 
drop out and students couldn't get loans. Then we lowered it to 3.25 percent. And 
guess what? Nobody dropped out. But they swore on a stack of Bibles that if we 
lowered it from 3.25, they would drop out and students couldn't get loans. Then we 
lowered it, with much gnashing of teeth, to 3.1 percent. And guess what? Nobody 
dropped ou*! And they swore on a stack of Bibles that if we lowered the in-school 
differential below 3.1 percent, banks would drop out and students couldn't get loans. 
But we lowered that to 2.5 percent. And guess what? Nobody dropped out! If we 
threatened to lower these rates further today, is there any doubt what the banks 
would say? They'd swear on a stack of Bibles . . . but you get the point. 

Now how much further down could we go? How do we find out in this process? 
Only by calling the banks' bluff little by Uttle again and again until some banks 
do start to drop out. A Wall Street securities analyst covering Sallie Mae recently 
wrote that Sallie's cost of servicing loans is about y* of a percent. ITiat suggests 
the difTerontial could go closer to 1.1 percent than 3.1 percent. It's taken us 16 years 
to get from 3.5 to 3.1. I don't have 80 more years to get firom 3.1 to 1.1, even without 
term limits. 

Now I don't blame the banks for negotiating the best deal they can. But I ask 
you, Mr. Chairman, what's the best way to figure out how much to pay the private 
sector for loan servicing— continuing this arduous political negotiation process, or 
sepa-ating the servicing function from the capital provision function and conducting 
a simple competitive bidding process? That's the key question at the heart of the 
debate over direct lending. As a dedicated fiscal conservative, I have no trouble an- 
swering it, and you shouldn't either. 

Notice that a direct loan servicer has an incentive to do a good job so that he can 
compete for another contract. In the guaranteed program, despite tiie whole un- 
wieldy guarantee agency structure to enforoe government "due diligence" regula- 
tions, there's actually an incentive to allow defaults to occur, since the guarantee 
agencies get to keep 27 cents of every dollar they collect after a default, and most 
of what they don't collect is re-guaranteed by the Federal Government. For this and 
other reasons, under 100 peroent direct lending, we can eventually eliminate flie 
guarantee agencies and their 5,000 indirectly federally paid employees — an immense 
savings in bureaucracy. At the same time, the Department of Education's student 
loan workforce is projected to go down, not up, because it is much easier to super- 
vise a few contractors who have appropriate incentives than it is to oversee 7,800 
lenders and 41 guarantee agencies who nave all the wrong incentives. 

The guarantee agency costs should also count in the deoate over scoring. It's true 
that adding in the net present value of all future administrative costs on direct 
loans reduces the direct loan savings. But those savings are still huge. And if we're 
going to fool around with the scoring, let's be fair. Let's make sure we include on 
the guaranteed loan side all the Department's costs to oversee guaranteed loans and 
all the guarantee agency costs, including $300 million per year of diverted collec- 
tions on defaulted loans. 

And far more important, let's use the appropriate Federal cost of capital for direct 
loans. Currently the CBO uses the rate on 10 year treasury notes, since that is the 
debt of comparable maturity to student loans. That would be appropriate if student 
loan interest rates were fixed, like the 10 year note rate, but they are not. They 
are variable, based on 91 day T-bills. Therefore student loans carry no interest rate 
risk, except for the upper limit which should be scored separately. The reason 10 
year not« rates average 1.5 percent or so higher than T-bill rates is that they cany 
interest rate risk. Investors demand a higher rate in exchange for tying up ttieir 
money for so long at a fixed interest rate because the value of uie note will go down 
if interest rates rise. There is no such risk with student loans because their interest 
is variable. It's not right to count a long term fixed interest rate as the cost of cap- 
ital on a variable rate loan tied to short term rates when the main reason the long 
term rate is higher is because it is fixed. Therefore the government's cost of capital 
for direct loans really is the rate on the instrument to which their interest is tied, 
which is 91 day T-bills. With that scoring change, the savings from direct lending 
would at least double. So, Mr. Chairman, if the defenders of guaranteed loans want 
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to change scoring, lefs just Jo it fairly and completely and guaranteed loans will 

^'KuevelStToa^S-can be improved thit.ugh further. reforms whi^^^ 
to offer when this committee marks up its reconcUiation instructions. First we 
sho^d anyinterest subsidies on the student's wherewithal to "^Pay^e 
wWch is her oWn post-school income. Then there wm be juat one loan pw 
a single set of terms and no needs test at the front end, a fiurther .8™P"n^tioiv 
Again, with a workable income-dependent repayment °Pt»°M^«5t « "° "^^ for 
defemient and forbearance provisions, since anyone who needs deferment or for- 
te^ance will eet it automatically. That's another great savings in bureaucracy. 

MSaUy. k Ss sen^ for students selecting income-dependent repayment to 
aerate have their repayments considered as income taxes and collected along witii 
?h^8t of their incM^e taxes by the IRS through an a^^ustment in theu: withhold- 
ing rate Then th^relL^ more monthly chwks to write or to receive and docu- 
iSfntTke IIB his nrneed to know whi^ch dollars are which as thev axe coming 
in-the dollars are allocated and loan accounte sunply reconciled at the end of the 
year when Fom 1040s are filed. Borrowers can change their repayment rates at any 
tii^Sout telling anyone as long as they pay at least the mimmum called for 
uX th^ "nc^^^^eSnt option^ As an addition to Income tax payment which 
is e^neon anyway the marginal cost of this form of student loan repayment should 
^ dosi tS zeTMt al^akes sense theoretically. "The students bo'^w Pa^ y 
to acWeve higher incomes and they agree to pay higher income taxes for a time in 



"^U^ider existine law, all those who default under other repayment options can be 
plac^ inTncoml-dependent repayment, where we ^^^^.J^J^^TflAlVy 
whatever they can afford and the govemmont will get 100 percent of what they pay. 
This should lower default coste substentially. ^ , „ - 

Mr Chairman through further reforms, we can attack all four sources of waste 
inl^dentTans; ex^esf paymente to lenders, default costs, 'n^^ff^t^/ i^a^^lS 
to studente. and excessive complexity and bureaucracy. Du«ct lending is a vital 
component which must be defended 
Mr. HOEKSTRA. Mr. Istook. 

STATEMENT OF HON. ERNEST ISTOOK, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF OKLAHOMA 
Mr Istook. Thank you, Chairman Hoekstra. You know, I'm 
pleased to be able to talk about student loans. I certainly have a 
personal interest. This fall I will have two of my children incollege. 
Next year another one of my children will begin college. The year 
after another one plans to enter college, and two years after that, 
finally, the youngest, Emily, should enter college as well. So any- 
thing that relates to college financing certainly is very, very dear 

^Iam^on?"of over four dozen Members of this body who have come 
to the conclusion that the Federal Direct Student Loan Program 
which was enacted two years ago is a mistake that needs to be cor- 
rected. The direct government loan program, of course, 1 think, is 
being implemented too quickly, and both Federal funds. Federal 
budgeting, and the educational opportunities of students are being 

■"Tm^he^sponsor of legislation, the Student Loan Privatization Act 
of 1995, H.R. 1501, calling for a phase-out of the direct lending pro- 
gram. I'd like to explain why. , , , -J 

I believe there are three principles which should guide our con- 
sideration of student loans and other education policy on the Fed- 

6ir3.1 level' L 

First the Federal Government should only carry out those 
responsibilities which cannot be performed by the private sec- 
tor. 
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Second, programs should be structured to minimize Federal 
employment, whether it's direct, as reflected in the number of 
additional bureaucrats at the Department of Education, or in- 
direct, through government contractors. 

Third, the opportunity for private sector participation in a 
Federal program should be structured in a way that allows for 
innovation and efficiency. 

I believe the Federal Direct Program violates these three prin- 
ciples. It was enacted as part of the Clinton Administration's mas- 
sive budget bill in 1993. It was not subjected to any in-depth exam- 
ination or hearings and, frankly, I do not believe it would have 
been enacted had it not been buried within this larger budget legis- 
lation. Indeed, I believe 285 Members of Congress had signed a Tet- 
ter indicating opposition to the direct lending program. 

It was unfortunate also that it was passed less than a year after 
Congress had sought to test the waters through pilot projects cre- 
ated in 1992. Direct lending is a government run, multi-billion dol- 
lar consumer loan program. It seems to be based on three assump- 
tions with which I very much disagree. 

The first assumption is that a sole source government monopoly 
would be more efficient and more consumer oriented than the pri- 
vate sector. I don't think we've had that experience any place else 
within the government. 

The second assumption is that the Federal Government is effi- 
cient at collecting loans. I think the default rates even on the stu- 
dent loan programs historically show that this is not the case. 

The third assumption is that a centralized administration of a 
pro-am would ensure accountability and innovation, which flies in 
the face of the fact that competition is usually what spurs account- 
ability and innovation and, when you do away with competition in 
a sector of lending or anything else, you do away with innovation. 

Now we have heard that some schools like direct government 
loans, but let's look at the facts on that. There have only been 
about 100 schools participating originally. They have been able to 
claim $400 million or so in Federal dollars for administrative ex- 
pense. Of course, they like that opportunity for themselves; but if 
you spread that same $400 million over 1,500 schools to be in- 
volved, I think you would find that desire to participate would be 
greatly diminished. 

The crux of the problem, of course, has to do with the costs of 
the overhead and the cost to the taxpayer, what it does on the defi- 
cit, and also putting schools in the business of being direct lenders 
when that is not their business. Bankers, savings and loan officers, 
investment institutions— they are accustomed to being lenders. A 
school, a university does not have that as its principal way of doing 
business, and they are not anxious to gain that expertise which is 
much more readily available and much superior in the private sec- 
tor. 

That is one of the reasons why the Board of Regents in the State 
of Oklahoma for all the Oklahoma institutions of higher education 
is on record as opposing the takeover of the student lending pro- 
gram by the direct lending program. 

We hear that the program supposedly is saving more than $12 
billion over a five-year period, but Mr. Chairman, the Department 
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of Education itself has admitted that the current Act fails to ac- 
count for the administrative costs which are associated with direct 
government student loans. 

The Department itself, when it was criticizing a bill sponsored by 
Chairman Goodling, admitted that the bill does not actually in- 
crease the Federal costs by doing away with direct lending, but 
changing when the costs are realized. , , , i. 

Budget scoring distortions are being produced under the current 
Federal Credit Reform Act, and it only makes it appear that direct 
lending is cheaper than a private sector based program. The work 
of the Congressional Research Service on student loans substan- 

Recently, a paper they produced for Congressman Gordon unam- 
biguously states as follows: "There ^may be a logical rationale for 
direct lending, but low cost is not it." 

To make the revenue stream to the government appear better 
than it really is, the administration has used 90-day Treasury note 
interest rates for projections regarding loans that are actually on 
the books for 10 years, not for 90 days. That results in a 2 percent- 
age point differential in projections of interest rates and projections 
of savings. It does not take into account the true risk that the gov- 
ernment is experiencing. 

Also, if you change from a program where the government has 
a contingent liability to direct lending, the taxpayer is now liable 
for 100 percent of the amount of the loan, not just the portion 
which may be involved in the default. 

I have a chart which is attached with my testimony. I would like 
to focus your attention on it, Mr. Chairman. Mr. Chairman, very 
briefly, if you look at the chart here, you will find the dark blocks 
are the new loans that are made under this program each year 
from 1995 to the year 2014. The smaller lines which begin after re- 
payment begins, the smaller blocks, the white blocks, are payments 
received, principle and net interest. , , , , , ^.u i. u * 

So you have this amount each year, the dark block, that has to 
be borrowed, and the white block, which is receipts coming back 
into the government. Because each year you have to borrow more 
than you receive— For example, in 1995 new loans $4 billion, pnn- 
ciple and net interest, zero. By the year 2000 new loans being 
made, $34 billion, payments of principle and interest only $9 bil- 
lion. By 2014 when the program would be fully implemented, new 
loans being made, $68 billion a year, payments coming back in only 
$52 billion a year. ^ , li.- 4.1 

Each year, whether it be $4 billion or $20 billion or ultimately 
$16 billion a year, it all goes directly to the annual deficit. It all 
goes directly to the national debt, and the cumulative effect as you 
add these increasing debts on top of each other is, as this chart 
shows by the year 2014, you have almost a $350 billion addition 
to the national debt because of the extra money that is borrowed 
by the Federal Government for direct lending program instead of 
having loans being made by private lenders. , „ ^ ^ . 

Mr. Chairman, I'm concerned also about how the Department ot 
Education is marketing the program. Direct lending supposedly is 
a breakthrough in simplifying administration, but they are using 
substantial sums for newspaper advertisements, contracting with 
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an advertising firm out of New York City, sending dozens of De- 
W fT^nl employees to financial aid conferences, try- 

If loeV^; ntd We's^id"^"^ «° ^^P--^ 

J'l^^fZ^r"^^ ^n"""* types of schools that are anxious to get 
« I has documented 

that a disproportionate number of high default schools have ap- 

£fJcK°J ^T^^f, ii^to the program, that the safeguards a?e 
^Z^'?^^'^^^"'^!' ^i'^'* ^^^'^ there is direct acciss to tax 

payers funding to the vault of tlie United States Treasury 

niaii![ '-i-^^ii.^®^ concerned about the level of responsibility 
placed withm the Department of Education. It has a record of inef- 
haent administration. I do not believe that the manaSLent pro- 
grams— I m sorry, the management problems which already exist 
at the Department of Education have disappeared, much less when 
of Fdf.^ 5.20 new Federal worLrs at the Department 

nlni f *° administer this program, again all at direct ex- 
pense to the ta::;payers. 

«f "f- ^j?^- ^^i^ence, Mr. Chairman, that the Department 
or the administration of the programs that are involved in this I 
it^I^J ' *° ""^^^ the mistake that was made when 

nvprl-^K?!,' hearings, without proper deliberation, without prop- 

witr/s titi'S!^ron.''^'''' ''''' "^^'^ - 

oJUL^^^'^^a^^'J "^"^^^ certainly urge and hope that this sub- 
committee and full committee will work to bring back a private stu- 
dent loan program where the taxpayer may he at risk for a euar- 

wH^oh ^^1^- ^"^P^'^^ ^ 1°^^^ the inched ble iiSact 

which It has on our national debt. "h^^v-i. 

Thank you, Mr. Chairman. 

Chairman HOEKSTRA. Thank you, Mr. Istook. 

LThe prepared statement of Mr. Istook follows ] 
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STATEMENT OF THE HONORABLE ERNEST ISTOC5 



Mr. Chairman, 1 am pleased to speak with you today regarding the federal student loan 
programs. I congratulate you on holding this hearing on an area of federal policy so important 
to America's future. 

I am one of over four dozen members of the House of Representatives who have come 
to the conclusion that the Federal Direct Student Loan Program enacted two years ago is a 
mistake and that corrective action needs to be taken. The direct government loan is being 
implemented too quickly. Federal funds and the educational opportunities of students are being 
placed in jeopardy. 

My bill. The Student Loan Privatization Act of 1995 (H.R. 1501) calls for a phase-out 
of the Federal Dire« Student Loan Program. This approach reflects an unambiguous vision of 
the direction in which federal student policy should be moving. I would like to explain why I, 
and my colleagues, believe we should move immediately to terminate the direct loan program. 

There are three principles that I believe should guide our consideration of student loans 
and other federal education policy: 

• First, the Federal government should only carry out those responsibilities that 
cannot be performed by the private sector; 

• Second, programs should be structured to minimize federal employment, whether 
that employment is direct-as reflected in the number of bureaucrats at the Department 
of Education-or through government contractors; and 

• Third, the opportunity for private sector participation in federal programs should 
be structured to promote innovation and efficiency. 

Mr. Chairman, the William D. Ford Federal Direct Student Loan Program violates all 
three of these principles. That is why I propose eliminating this cumbersome federal program. 

The Direct Loan Program was enacted as part of the Clinton Administration's massive 
budget bill in 1993. It was not subject to any in-depth examination or hearings and, in my view, 
would not have been enacted if it had not been buried in the larger budget legislation. It was 
adopted less than a year after Congress passed legislation to test direct government student 
lending in a pilot proje« in 1992. That was unfortunate. 

Direct lending is nothing more than a government-run, multi-billion dollar consumer loan 
program. It is premised on three assumptions: 

• Sole-source government monopolies are more efficient and customer-oriented than 
the private sector; (This has yet to be proven true, given our experience with Public 
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Housing, the Tennessee Valley Authority, and other government monopolies.) 

• The' federal government is an efficient collector of loans (We have problems 
collecting other debt owed to the government.); and 

• Centralized administration of a program is consistent with assuring accountability 
and continued innovation (This flies in the face of all that the private sector is currently 
experiencing with their rightsizing and decentralization efforts made necessary by 
international competition and infonnation technology). 

Mr. Chairman, we have heard much over the last few months about the initial success 
of the direa loan program and the savings it has allegedly produced. These claims would be 
amusing if they were not being used to justify the massive expansion of the federal govenmient 
now underway at the Department of Education. 

First, we bear that schools like direct government loans. Let us examine this. 

I was unaware that anyone on Capitol Hill doubted the federal government was efficient 
in giving away money. Unfortuivalely, it is this aspect of the direct loan program that is getting 
the rave reviews from schools and others-schools are getting student loan funds to their students 
with less paperwork and less hassle than before: That is the crux of the success story for direct 
loans. In fact, there are numerous higher education organizations opposing direct lending. My 
own Board of Regent in the State of Oklahoma is on record as opposing this takeover. 

But what about the repayment process? Can anyone here show me a federal loan 
program where gettin g loan rw iplents to renav their loans has got been a problem? Loans 
made under the direct govenmient loan program are only now entering repayment. Only after 
we get significant feedback on the repayment process will any meaningful statement be possible 
on the "success" of the program. At this point, all we can say is that the Depatlnent of 
Education has proven again it is good at giving money away. The real test will be whether they 
can convince students to repay. 

Second, we hear that the program "saves" more than S12 billion over a five year period. 

Mr. Chainnan. the Department of Education itself has admitted that the current 
Credit Reform Act fails to account for the administrative costs associated with direct 
government student Uaas. Ironically, in criticizing Chainnan Goodling's bill, the Department 
itself admits that the amendment proposed to the Credit Reform Act in that bill does not increase 
federal costs, but merely the point in time at which they are recognized. This is a S4.S billion 
distortion over S years that the direct lending program is not showing a cost of the program. 
It is thus impossible to compare one program to the other under current credit reform rules. 

Given the budget scoring distortions pixxluced under the current Federal Credit Reform 
Act, is it any wonder that direct government lending appears cheaper than the private sector- 
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based program? 

More important perhaps than any analysis of Credit Reform is the work of the 
Congressional Research Service on the subjea of student loans. The paper recently produced 
for Rep. Gordon unambiguously states the following: "There may be a logical rationale for 
direct lending, but low cost is not it." 

To make the revenue stream to the government appear better than it really is, the 
administration has used 90-day Treasury note interest rates for loans that are actually on the 
books for 10 years. This results in a 2 percentage point difference in interest rates. It certainly 
does not take into account the risk the government is experiencing as a result of the dramatic 
increase in lending the pilot schools have experience (in the neighborhood of a 20% increase in 
the amount of direct lending.) 

Finally, one item that greatly disturbs me is the move from a Guaranteed Student Loan 
program, where the government has a contingent liability, to a Direct Student Loan program 
where the taxpayer is liable for 100% of the amount of the loan, not just the default portion. The 
chart with me today, "Direa Leading's Impact on the National Debt," demonstrates this clearly. 
Using conservative assumptions throughout, assumptions clearly listed on the graph included 
with my testimony, after 20 years of Direa Lending, given default rates, growth in the program, 
repayments, and the "profit" from repayments, the National Debt will increase by $348 billion 
between FY95 and FY2014. 

Mr. Chairman, the enactment of the direct loan program effectively precluded exploration 
of innovations in the private sector-based program that may very well equal or suruass the ease 
in access to fimds that many schools in direa government loans find so attractive. I understand 
that notwithstanding the faa that the Congress and Department of Education have not required 
or even encouraged program improvements in Federal Family Education Loans (FFEL), that the 
student loan industry is unilateially undertaking implementation of such improvements on its 
own. Two of the most promising innovations are the Educational Loan Management initiative 
and the National Student Loan Clearinghouse. I also understand that much of the work of the 
industry is taking place in spite of poor cooperation from the Department of Education. 

It seems the Department is reluctant to cooperate with the private sector when it sees 
itself as a direa competitor. I was very disturbed to see a quote from Mr. Leo Komfeld of the 
Department of Education in a May 22nd Forbes article where he states, "I want to go toe-to-toe 
against the industry." This is clearly inappropriate and reflects the belief of some at the 
Department that the private sector is the enemy. 

Mr. Chairman, I would respectfully suggest that this subcommittee pay careful attention 
to Mr. Komfeld's activities in his capacity as Senior Advisor to the Secretary. A situation 
where the regulator of the private sector student lending sees itself as a competitor is most 
untenable. 
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There are several other observations I would like to make about the direct government 
loan program. These observations, among others, prompted me to introduce my bill: 

First, I am concerned about how the Dqaitment of Education is marketing the program. 
Direct government lending is supposedly a break-through in administrative simplicity that all 
schools should be nishing to join. Instead, the Department is using part of the $2.5 billion made 
available for poorly defined "administration" of the program to fund newspaper 
advertisements, to contract with a New York City advertlsiiig firm, and to send dozens of 
employees to financial aid conferences to sell the program. If direct government loans is 
so good, shouldn't the program be able to sell itself? 

In these times of serious budget problems, should the Department of Education be 
spending hundreds of thousands of dollars on advertising and public relations? I don't think so. 

I would suggest, Mr. Chairman, that the administrative funds available for the direct 
government loan program have been subject to inadequate and deficient oversight at the 
Department. I urge your subcommittee to fully review the types of activities the Department 
is undertaking with monies that were understood by many of us to have been made available 
solely to service student loans. 

Second, I am concerned about the types of schools that seem anxious to get into direct 
loans. Mr. Gordon has documented the disproportionate number of high-default schools that 
have applied for, or been accepted into the program. 

^Tiat does the fact that problem schools seem to Uke direct government loans so much 
tell us? It tells us that the program appears an easy to source of virtually unlimited federal funds 
to these schools. It tells me that the direct government loan program is a disaster waiting to 
happen. Remember that the Savings and Loan debacle was about $50 billion. 

Third, I am very concerned about the level of responsibility placed in the Department of 
Education. The Department of Education has a record of administrative inefficiency. As you 
know, it was the Department of Education that ran the Federal Insured Student Loan Program, 
the failed program that led to the concept of a decentralized, private sector based student loan 
program. 

I simply do not believe that the management problems d the Department have 
disappeared, notwithstanding the fact that the 520 new bureaucrats being hired to mn direct 
government loans, in direct contradiction of the premises of reinventing government. 

I see no evidence whatsoever that the Departnient is doing a better job in policing the 
types of schools that get into the federal student aid programs. In fact, Mr. Chairman, the only 
progress in reducing defaults resulted from imposition of cut-offs of schools for high default 
rates, something that Congress enacted on its own. 
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It is time for us to admit the mistake of enacting direct loans in 1993 and to get on with 
the project of making sure the private seaor loan program works efficiently. The longer we 
delay geoiiig rid ofthis ill-conceived govenunent m-jnopoly, the greater the problem will be in 
getting rid of it later. 

I would Uke to close my statement by emphasizing that my reasons for objecting to the 
direct government loan program are reasons which appear to have strong bipartisan support. 

On January 19, 1995, the President stood with the Vice President and several members 
of the Cabinet at Uie White House and said to the American people "We propose to stop doing 
things that govenmient doesn't do very well and that don't need to be done by government." 
Tlie Vice President went fiirther. He declared to the American people who sent a clear mandate 
in November to reduce govenunent that "over the next several months, we will be looking at 
every other agency and program asking the direct question, do we really need this agency; do 
we really need this program; there is a better way to do it; is there an opportunity here to give 
middle-class Americans a break? We have already eliminated over 100 programs. We will 
eliminate a lot more in the weeks and months ahead." Mr. Chairman, I urge all of my 
colleagues, Republicans and Democrats alike, to join in my efforts to help the President achieve 
these stated goals by supfwrting H.R. 1501 to eliminate direct government student loans. 

I would be pleased to respond to any questions that you or any other member of the 
Committee may have. 
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Chainnan Hoekstra. Senator Simon, welcome. 

STATEMENT OF SENATOR PAUL SIMON, A SENATOR IN 
CONGRESS FROM THE STATE OF ILLINOIS 

Senator SiMON. Thank you. It's good to be back in my old haunts 
here. I spent 10 years as a Member of this committee, and it is 
good to be back here agsiin. 

I hope you will forgive me if I testify, and I would be happy to 
answer any questions, but I am going to have to leave right aJfter 
I testify here. 

First of all, I want to give credit to my House colleague, Tom 
Petri, for being the originator of this idea. I wasn't convinced for 
a while, and I remember picking up the Congressional Record and 
reading Tom Petri's statement and writing a note to Bob Sharman 
of my staff, "let's check into this." 

Then I talked to Dave Durenberger, my colleague then from Min- 
nesota, and we introduced a somewhat modified Petri bill over in 
the Senate, and Bill Ford on this side was very helpful in this 
whole process. This is a bipartisan thing. 

Now I have to say, I don't quite recognize the reality from hear- 
ing my colleague from Oklahoma testify here. I don't know what 
happened in the House, but we sure had hearings over in the Sen- 
ate, and I can remember those full page ads by Sallie Mae attack- 
ing the program. If it was hidden, they sure tried to un hide it. 
They hired eight different lobbying firms here in Washington, DC 
to work on it. 

You know, it was an uphill fight to get this passed, and it's inter- 
esting what's happened. Five percent of the schools now have it. 
Ninety-two percent of those give it high marks. All of the schools 
recommend that it should be universally adopted. 

Now let's listen to testimony by Earl Dowling, Financial Aid Di- 
rector at Iowa State University: Student employment down 30 per- 
cent in their office; two professional counselors have been reas- 
signed to student support service; telephone traffic down 40 per- 
cent; long distance telephone costs decreased significantly; eight 
computer terminals were removed from operation at a cost savings 
of $200 per month — each per month, $1,600 a month savings on 
computers plus the personnel costs. 

University of Illinois tells the same story, the other schools tell 
the same story. Community colleges took a look at it, and gave it 
high marks. Now what is not the case is that we're talking about 
the public sector versus the private sector. These are both public 
sector factors. 

There is no guaranty agency that has any private money. It's 
Federal money. The question is whether we write a check or 
whether we hand somebody a checkbook, and the experience is, if 
we write a check and keep controls, it is much better for the stu- 
dents. It's much better for everyone except the people who make 
money on the present system. 

Now the banks like the present system. They make more money 
on the average on a student loan than they do on a house mortgage 
or a car loan, and they get 100 percent guarantees. We have social- 
ized profits in that area. Personally, I'm against socialism. I don't 
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know what this committee feels about that, but I think we ought 
to take a look at this and look at the reality. 

Now in terms of what my friend from Oklahoma says, the imbal- 
ance in how we assign interest, there is an imbalance, but it's the 
other way around. We assign to direct loans the 10-year costs, and 
we assign the short term loans costs to the guaranty agencies. 

When he says he is for competition, I am also for competition. I 
am not for the Clinton Administration saying let's go 100 percent, 
but I am opposed to capping it at 40 percent. If the guaranty agen- 
cies and Sallie Mae and the others can do a better job for the 
schools of Oklahoma, let them do it, but don't say to the schools 
in Oklahoma or Ohio or Rhode Island or Indiana or North Carolina 
or any other State, you can't get into the direct lending program 
which these schools want to get into. 

The Inspector General for the Department of Education testified 
about the conflicts of interest. With that Federal money that we 
have given to these guaranty agencies, some of them have created 
for profit entities, and guess what? They had the same boards of 
directors, and they make contracts one with another. 

When I asked the Inspector General — I said, how much money 
is at risk for the Federal Government. He said, well, we have 
looked at 68 percent of the loans out there through the agencies, 
and in that 68 percent, we have $11 billion of Federal money at 
risk. That's a lot of money. That's our money. That's taxpayers' 
money at those guaranty agencies. 

These guaranty agencies didn't issue any stock. No, that's our 
money. We ought to see that it is run well. 

The General Accounting Office has concluded that the present 
student loan program, other than direct loan — its program struc- 
ture is not conducive to good financial management and that tradi- 
tional business incentives do not govern tne Education Depart- 
ment's relationship with guaranty agencies. 

Again, let me quote from a memorandum from the Department 
of Education under George Bueh. This is not Bill Clinton now. "The 
current GSL system is error prone and extremely difficult to mon- 
itor and audit. Recent fraud and abuse scandals involving lenders 
and servicing contractors are only the latest in a long history of 
such scandals which State-level guarantee agencies have been un- 
able to prevent. 

"A direct loan program would be easier to manage and would 
greatly reduce opportunities for error and abuse. A centralized data 
base would improve data integrity and auditability. Department 
monitoring could be focused entirely on the postsecondary institu- 
tions and the collection contractors.' 

The reality is the present system encourages defaults. The direct 
lending program does not. In addition to the savings that we make 
in direct lending, because we're not giving this subsidy out there, 
you will greatly reduce defaults in the long term. 

I favor, along with Tom Petri, giving this to IRS. I think they're 
a pretty good collection agency, an the IRS Commissioner has told 
me she s willing to do it. 

I think that's really the way to go, and then we charge students 
a little above the T-bill rate, a little better than 2 percent, I be- 
lieve, above the T-bill rate. That takes care of somebody who dies 
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or is disabled or becomes a nun or, for one reason or another, 
doesn't have any income. , i • 

So I think the direct lending, by any rational analysis, is the di- 
rection we ought to go, not to mandate it for even'body, but don t 
put a cap on it. If Notre Dame University— and I, frankly, don t re- 
member whether Notre Dame has direct lending or not, but it 
Notre Dame wants to go to direct lending, let them go. ^ ^ r. 

I remember the president of Notre Dame testifying in behalf ot 
direct lending, but if they want to go with a ^aranty agency or 
private sector or a bank or Sallie Mae, let them do that. 

If you're talking about the students, if you're talking about the 
taxpayers, if you're talking about the colleges and universities, di- 
rect lending is the way to go. If we're talking about profits for 
banks and guaranty agencies, by all means, limit direct lending. 

I'd be happy to answer any questions. 

[The prepared statement of Senator Simon follows.] 
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Statement of Senator Paul Simon 
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Economic and Educational Opportunities Committee 
U.S. House of Representatives 
on the 

Federal Student Loan Programs 
May 23, 1995 



Mr. Chairman, thank you tor inviting me to testify on the Education 
Department's student loan programs. My colleague, Mr. Petri, Is the real pioneer In 
the field of direct. Income-contingent student loans. In 1991, David Durenberger 
and I latched onto the Petri approach and advocated It during the reauthorization of 
the Higher Education Act. At the time, we proposed that the billions of dollars In 
savings be redirected to the Pell Grant program, a critical funding need that 
continues to be neglected. 

As a supporter of direct lending, I am pleased that the start-up of the direct 
loan program has gone remarkably well. Over the years, financial aid officers have 
been the victims of enormous micro-managing by Congress and the Education 
Department. As a result, they are, with reason, a skeptical group. Contrary to the 
doomsday predictions that school officials were hearing from lenders and guaranty 
agency officials, direct lending has been an unparalleled success. Indeed, it has 
been so successful that even the most minor of glitches gets attention in the 
education press. 

Colleges large and small, public and private, are praising direct lending tor 
the ease of administration. At a Senate hearing on March 30, Earl Dowling, 
financial aid director at Iowa State University, testified that direct lending allowed 
tor "the best tall opening ever" on his campus, while it required fewer university 
resources: 

• "Work-Study employment In our office has been reduced by 30 percent." 

» "(Tlwo professional counselors have been reassigned to student support 
service." 

9 "Telephone traffic. ..was down 40 percent. ..compared to the same time 
period under FFELP." 
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• "ILlong distance telephone costs decreased significantly." 

• "jEjight computer terminals were removed from operation, at a cost savings 
of $200 each per month." 

In a survey conducted by Student Aid News , 92 percent of direct loan 
schools gave the program a high ranking, and a// would recommend it to other 
schools. Likewise, a survey of community colleges in the program, conducted by 
the Association of Community College Trustees, found a very positive response. 
For example; 

• "It is simple, quick, and less confusing." 

• "This is the first time in my experience that a program was started where 
institutions could select how they participated and really had institutional 
flexibility and control." 

• "This has been the freshest breath of air in a long time." . 

But the best people to talk about how direct lending is working at the school 
level are the financial aid officers, students, and families who are participating. My 
testimony, therefore, will focus on the questions that the federal government 
should ask about the Federal Direct Student Loan Program (FDSLP, or the direct 
loan program) and the Federal Family Education Loan Program (FFELP, or the 
guarantee program). 



FFE l P- FUNDAfWENTALLY FLAWED? 

Opponents of direct lending are fond of calling it the Direct GOVERNMENT 
Loan Program. Make no mistake about it, both direct lending and FFELP are 
government programs, and each would involve about the same number of Federal 
employees. (This does not count the thousands of Federally-funded state 
government employees working at guaranty agencies in FFEL). The question is, 
which is the better way to run a Federally-backed student loan program? 

Now that direct lending is such a success at the school level, some are 
arguing that the program will somehow increase defaults, or that we won't know 
whether direct lending works until years and years of collections have occurred. 
That is preposterous. School eligibility is the same in either FDSLP or FFELP. The 
Education Department and accrediting agencies have improved their oversight of 
schools, and more needs to be done. But one need only look at the structure of 
the two programs to reach a conclusion about loan collection: 
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WHICH LOAN IS MORE UKEL Y TO BE COLLECTED? 



FFEL Program Direct Loan Program 



Collected by private contractors or 
lenders -- or by a federally-backed 
guarantor with a conflict of interest. 


Collected by experienced private 
contractors that will lose their 
contracts it their collection efforts are 
insufficient. 


Lender gets repaid 98 to 100 percent 
even if the borrower defaults. 




Guaranty agency (first backstop 
responsible for preventing and 
collecting defaultsi has a financial 
incentive to allow defaults. 





The guarantee approach is very complicated, but the essential difference is 
that in the direct loan program, the government writes the checks; in FFEL, we 
give the checkbook to guaranty agencies, and they write checks on the Federal 
government's account. The key question is, when they are spending billions of 
dollars that isn't theirs, and collecting on loans that are ultimately backed by the 
Federal Government, do they act responsibly? If you ask the auditors, the answer 
is a resounding "no": 



Inspector General. At the March 30 hearing, I asked Steven McNamara, 
Assistant Inspector General for Audit, about a recent audit of the Texas guarantor 
that found *178 million in liabilltlas, caused by a conflict of interest. McNamara 
explained: 

"(TIhe general counsel and the agency had entered into a 
contract on the general counsel's firm's letterhead, a one-page 
contract, which did not go into any great length on the due diligence 
procedures that should have been followed in attempting to collect on 
defaulted loans referred from the guaranty agency. 

"As a result of our review and our sampling of the records, we 
concluded that the general counsel and litigation contractor had not 
taken the necessary due diligence actions to follow up and help assure 
collection on defaulted loans, and we recommended the recovery of 
$178 million." 
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I then asked him whether these kinds of contlicts of interest are an isolated 
problem. He responded that at least $11 billion is at risk: 

"We did an audit. ..where we looked at 12 guaranty agencies 
that accounted for close to i.60 billion - I think it was about 68 
percent of the loan portfolio in total. And of those 12 that we looked 
at, nine of them, or about S40 billion, had relationships with servicers, 
secondary markets, and other FFELP providers, where they were either 
a parent and had spun oft subsidiaries that they had a financial 
interest in, or perhaps there were members of divisions in a large 
corporation. In any event, what we concluded was that this put the 
guaranty agency in a conflict situation in enforcing due diligence an- 
other requirements against entities that it had a financial interest in. 
We felt that this could put the accuracy of the data at risk if they 
were supposed to go in and take a look to make sure that all the due 
diligence information was provided in a timely manner, say, by a 
servicer that they owned; if it was not, Ihey vyould be at cross- 
purposes if they took action... 

"In our report, I think we said that of the nine guaranty 
agencies we found (conflicts of interest! to be the case in, we figured 
about $11 billion was at risk." 

In further questioning. Senator Coats asked whether these conflicts would 
also exist in the direct loan program. (VIr. (VIcNamara responded that they would 
not: 

"The guaranty agencies have spun off or entered into 
arrangements with other subsidiaries or profit-making corporations. 
We would not have that under direct lending. The Federal 
Government would be making the loans directly. You would not have 
the guaranty agencies there, so it is a different situation. You would 
not have the conflict." 



General Accounting Office . The U.S. General Accounting Office has 
concluded that the student loan "program's structure is not conducive to good 
financial management" and that "traditional business incentives do not govern Ithe 
Education Department's) relationship with guaranty agencies." Furthermore, it is 
difficult to penalize agencies for improper spending or activities because "penalties 
can weaken the financial condition of the guaranty agencies and result in Education 
penalizing itself instead of the agencies." GAO cites an example of an agency that 
owed the Department $25 million in penalties, but the Department did not press 
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the issue. Why? Since "the Department is ultimately responsible for all default 
claims, it would then have to provide the guaranty emergency advances to enable 
it to continue paying lenders for defaults." 

GAO also points out that because guarantors make extra money when they 
collect defaulted loans, the agencies "have more financial incentive to expend 
resources collecting defaulted loans than working with borrowers to prevent 
defaults." 

Mr. Chairman, this is just the beginning. A June 1994 audit by GAO found 
that we do not really know how much the FFEL program costs, and that we may 
be losing money by overpaying lenders. These problems; 

"were caused largely by the structure of this program, which 
sometimes limits Education's practical ability to require guaranty 
agencies to correct the student loan data errors that they have 
submitted." 



The Bush Administration . President Bush's Department of Education 
seriously considered promoting direct lending. In a February 21, 1991, internal 
document, preventing abuses was a primary factor: 

"ITjhe current GSL system is error prone and extremely difficult 
to monitor and audit." 

"Recent fraud and abuse scandals involving lenders and 
servicing contractors (e.g., Florida Federal, FITCO, UES/Bank of 
America) are only the latest in a long history of such scandals which 
State-level guarantee agencies have been unable to prevent." 

"A Direct Loan program would be easier to manage and would 
greatly reduce opportunities for error and abuse. A centralized data 
base would improve data integrity and auditability. Department 
monitoring could be focused entirelv on the postsecondary institutions 
and the collection contractors." 



Minne a polis Star-Tribune 

An April 24 expose reveals how officials at the Northstar Guarantee Agency 
set up a for-profit corporation, owned by the agency officials, to do the work of the 
agency. This is a clear conflict of interest, violating Better Business Bureau 
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guidelines for non-profit organizations. 

The reporter also reminds us, in a sidebar titled, "HEAP cost taxpayers $280 
million," that the previous Minnesota agency, the Higher Education Assistance 
Foundation, collapsed a few years ago. in part due to conflicts of interest. 



Chronicle of Higher Education 

In its May 19 issue, the Chronicle reveals problems at a number of agencies. 
The most flagrant abuse was at the South Dakota agency, where agency officials 
bought a building from themselves and contracted with their own company on the 
side. But the most serious abuse was at a much larger agency, American Student 
Assistance. This Massachusetts-based agency over-charged the government by 
setting up a separate corporation and charging themselves a 10 percent mark-up. 

COST SAVINGS: WHAT ABOUT THE CRS STUDY? 
WHAT ABOUT ADMIIMISTRATIVE C OSTS 

Opponents of direct lending are now brandishing a memorandum by one 
division of the Congressional Research Service that purports to show that direct 
lending does not save money. They fail to mention that the authors' conclusion is 
based on one very big "if": the conclusion applies only IF the guarantee program 
does not have any excess profit, or other waste and abuse. That is a very big "if." 
(As I have just detailed, there is clearly waste and abuse in the FFEL Program, so 
the CRS memo is only a theoretical discussion about a guarantee program that 
does not exist.) 

Opponents also have made a lot of noise recently over the fact that the 
Budget Act scores direct loan administrative costs on a cash basis, rather than an 
accrual basis. But they fail to mention other shortcomings of Credit Reform that 
work against direct lending. These other problems more than offset any advantage 
that the administrative costs problem supposedly gives to direct lending; 

Cosc-o f-F unds . The most significant item that overstates the cost of direct 
lending is the discount rate that is currently used. The interest rates that students 
pay vary annually, and the subsidized rates that the federal government promises 
to banks vary each quarter. A Council of Economic Advisors memorandum of April 
30, 1993, points out that "a multiple year loan with an interest rate that resets 
each year should be treated for pricing purposes as having a maturity of one year," 
meaning that a short-term rate should be used. But CBO and 0M8 assume that the 
government's cost-of-funds is a higher, long-term rate, the 10-year bond. This 
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makes direct lending appear much more costly than it really is. Indeed, in a 
February 8, 1993, letter which pre dated the Student Loan Reform Act, so the 
estimates would be different now ■■ GAO points out that using shorter term interest 
rates would increase direct loan savings from $4.7 billion to about $11 billion over 
five years. (Long-term adm.inistrative costs were already included in the GAO 
estimates) . 

Tax exempt Bonds. Testifying before the subcommittee today is a 
representative from one of the tax-exempt secondary markets. This tax exemption 
costs an estimated $2.3 billion over five years, a cost that is not considered when 
the Congressional Budget Office determines how much direct lending saves. 

Taxpayer Bailouts. When guaranty agencies agree to "share" the risks 
under FFEL by paying a larger portion on defaulted loans, they are using money 
that belongs to the Federal government - so we are essentially sharing with 
ourselves. Furthermore, when any agency can't pay its share, the Federal 
government steps in and bails them out. These costs aren't currently considered. 

THE RIGHT INCENTIVES, TO BENEFIT TAXPAYERS. STUDENTS AND SCHOOLS 

Mr. Chairman, as you can see from the independent audits, FFELP is mired 
conflicts of interest and perverse incentives, leading to waste and abuse. The 
direct loan program, in contrast, uses market forces and incentives to bring a more 
streamlined, more accountable, less expensive program to students, taxpayers and 
schools. Furthermore, direct lending allows for income-contingent repayment, 
which will be a great benefit to many borrowers. 

As we struggle to bring the Federal budget into balance, we will face a stark 
choice: we can impose costs on students, or we can adopt a system that 
eliminates the excess profits, waste and abuse. 

Thank you for the opportunity to testify. 
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Chairman Hoekstra. I will pass on any questions. Does anybody 
have any questions for the Senator? 

Senator SiMON. A former Illinois resident, I want you to know. 

Mr. Cunningham. And coach. Good to see you again, Senator. 
I'm against the direct loan system, but I also want to know how 
Mr. Petri and yourself— If we go to a flat tax, how will that affect 
the collection? 

I at one time wanted IRS to do it also, but I know there are sev- 
eral things before the House and the Senate to look at a different 
system, and how would you collect those fees? 

Senator Simon. The answer is, under the present system you can 
go to income contingent oi you can have a direct amount taken out 
each month. When you get into the intricacies of computers and so 
forth, I'm not the person to answer the question, but the IRS peo- 
ple tell me they can do it. 

Mr. Cunningham. I'm under a personal belief that the govern- 
ment does things less efficiently than private enterprise. 

Senator SiMON. Generally, that is true. For collections, IRS is 
pretty good, I have to say. 

Mr. Cunningham. Well, unfortunately, we don't like those ras- 
cals, but I look at^You know, we're providing Federal student 
loans. That comes — It's not free money. We have to tax people to 
take it out of their pockets to turn around and give it back and feed 
a bureaucracy at the same time. So we don't get the percentage of 
dollars back down to the students as we do in the direct. 

Then the President's got his AmeriCorps where a student can 
earn up to $30,000 a year. So we're also financing that student's 
repaying it involuntarily. I look at the overall system on the inter- 
est on the debt that we accrue, and I know the GAO and CRS have 
not come up with actual figures on the actual cost. 

If you have this where it's income contingent, and the average, 
CRS says, is about 14 years, interest rates go up a lot over that 
period of time. I know that we need accurate figures before, I 
think, we can make a decision on things, and I think that's why 
a pilot program with a cap, before we jump headlong into this 
thing, would be much more efficient. If you could comment, Sen- 
ator. 

Senator SiMON. Yes. Well, that's why we started with a 5 per- 
cent. We're at 40 percent this fall, and we can gradually grow, but 
again I'm not for mandating all colleges and universities go into 
the direct lending program. If the others can compete and do a bet- 
ter job, they should do it. 

In terms of your earlier remarks, AmeriCorps reaches only a per- 
centage of the students, and in terms of tax money that goes into 
this, that is true, but that's also true for our grade schools, our 
high schools, and we have learned that education really does pay 



Mr. Cunningham. I don't disagree with that. I just think there's 
a better way to do it. Senator. 

Senator SIMON. Well, we ought to do it the best way we can. 
There's no question about that, but it is interesting— I'm old 
enough to remember after World War II. We thought we would give 
a gift to veterans, the G.I. Bill, and we made a grant to veterans. 
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It turned out to be not only a gift to veterans, but a huge invest- 
ment in our own prosperity. If you take that old G.I. Bill, the aver- 
age payment, and put an inflation index on it, today that would be 
averaging a grant of $9,400. 

Now I like to believe I'm a brave Senator, but I'm not going to 
advocate that we have $9,400 per student grant. You know, I wish 
we were in the financial situation to do that. I think it would be 
a great investment in the future of our country. 

I think we have to find the most efficient way of doing it within 
the resources we have, and I think that is the direct lending sys- 
tem. 

I thank you, Mr. Chairman and Members of the committee. 
Chairman Hoekstra. Mr. Istook, you will get your turn. I think 
we have 

Mr. Istook. I wanted to mention, Mr. Chairman, I need to leave 
for another meeting. If there's a time for me to respond on that IRS 
point, I'll do so. Otherwise, I'll talk to people privately, but I do 
need to get away for another meeting. 

Chairman GooDLlNG. Mr. Chairman. 

Chairman Hoekstra. Yes, Mr. Chairman. 

Chairman GOODLING. Well, I just wanted to refer to a statement 
that the Senator made, that he wasn't sure he was for this, and 
that there weren't any Democrats for it when Mr. Petri was bring- 
ing it up. I'll guarantee him there were zero, and the amazing 
thing is that the very person for whom it is now named was one 
of the leading opponents to direct lending, and it wasn't until some- 
one came up with some goofy idea that, if we score this in a goofy 
manner, we can say we get savings and, therefore, we can deal 
with the savings issue in our committee; because we were told to 
come up with a certain amount of savings. 

Now we have no idea whether there any savings or not, but at 
least that's what they said. So I just wanted to make sure that you 
weren't along, because the former chairman was an outstanding op- 
ponent to the whole concept. 

Senator Simon. I was a skeptic, too. I also want to say to Bill 
Goodling 

Chairman GOODLING. But you won't know for seven years wheth- 
er you were a good skeptic or a poor skeptic, because we won't 
know for seven or eight years or nine years unless we say to the 
colleges and universities, you collect; we'll give you a percentage 
over a certain point, but you collect these debts. Then we'll find out 
how many colleges and universities are interested in participating. 

Senator Simon. I tend to believe GAO and CBO. I might also add 
to my friend Bill Goodling, if he stays here long enough, he can 
move down the line in seniority here. 

Chairman Hoekstra. He fills this Chair very nobly on those 
days when we have full committee meetings. 

Chairman Goodling. One other comment. I was going to say to 
the Senator before he leaves, in light of Senator Nunn's hearings 
last year, where it was revealed that schools were drawing down 
Pell grant funds for ineligible students time and time again, due 
to the Department's inability to account for funds, we'd better go 
slowly and make sure they can do a better job here than appar- 



31 



ently, according to Senator Nunn's hearing, they did in relationship 
to Pell grants. 

Senator Semon. There is no question that they have not done a 

food job in the accrediting side here, and that's the real problem, 
think there is fairly universal praise of the job they're doing now 
in terms of direct lending. 

Chairman Goodling. But they're only doing the lending right 
now. That's easy. 

Chairman Hoekstra. There are a couple of people who have a 
couple more questions for you, if it would be all right, although I 
would like to let Mr. Istook respond to the IRS, and then we'll go 
to Mr. Sawyer. 

Mr. Istook. I thank you. I'll certainly try to be brief. Mr. Chdr- 
man, as a member of the Appropriations Committee, I serve on the 
subcommittee which has the Department of Education. I also serve 
on the subcommittee which has the Internal Revenue Service. 

I think it is unrealistic, at best, to expect that the IRS would 
suddenly become an efficient collector of a large quantity of student 
loans under this program. Certainly, we have heard much testi- 
mony, for example, comparing the collection rate, the cost per col- 
lection of the iRS compared to private debt collection agencies, and 
suffice it to say that there are certainly problems there. 

As far as the ability to handle the information, the IRS has been 
on a multi-year computerization project of the tax modernization 
system, which is years behind schedule and appears to be hundreds 
of millions of dollars over budget, and we, frankly wonder some- 
times if it's going to be able to get that function taken care of. 

I believe that>— All I'm trying to say is I know they're working 
hard but, Mr. Chairman, to try to say that the IRS can solve the 
problems by being a very efficient collector of a student loan pro- 
gram, I think, is very unrealistic. 

Senator SiMON. Let me just add, that is not essential to this. I 
happen to disagree with him, but at the present time the Depart- 
ment of Education plans to use private collectors on a competitive 
bid basis. 

Chdrman Hoekstra. Mr. Sawyer. 

Mr. Sawyer. Thank you, Mr. Chairman. I just wanted to take a 
moment to thank the Senator for being with us today. It's been a 
pleasure to work with him in the past, and I look forward to work- 
mg with him on this. 

I have to agree with you that the opportunity that we have to 
observe and compare programs in a competitive environment of 
comparable loan volume is a rare and important opportunity that 
we shouldn't pass up. 

I also wanted just to take a moment to assure myself that it was 
only in the narrowest possible terms that you were drawing an 
equation between being disabled, deceased or a nun. Thank you, 
Mr. Chairman. 

Chairman Hoekstra. Mr. Roemer. 

Senator SiMON. Let me thank my colleague for his leadership in 
the literacy area, which I really appreciate. 

Mr. Roemer. I don't have a question. I just have a very short 
statement to make about you. Senator Simon. I personally, and I 
think many Members of Congress, also will greatly miss as you re- 
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tire from the Senate in 1996 vour expertise on education issues 
your devotion to improving ecfucation in the United States ^d 
your tireless dedication to issues that affect children 

You are a valuable resource that the House and the Senate has 
gained a great deal from, and we will truly miss. 

Mr. Cunningham. Would the gentleman yield' 

Mr. ROEMER. I'd be happy to yield. 

t.^HH^f"^"'''"^- ^'^ l^^^ ^^""^ that, and I would also like 
to add to the gentleman's pride who take an active part in edu 

Se °rem^rks^ *° ^'^'^ associate myself ^th 

Senator SiMON. Thank you. 
Chairman Hoekstra. 'Hiank you. Senator 

to yJjrrM^rSfn. '^^'^^ «° P^^^'^*" turn 

STATEMENT OF HON. BART GORDON, A REPRESENTATIVE m 
CONGRESS FROM THE STATE OFTEiSSeSSEE 
Mr Gordon. Thank you, Mr. Chairman and committee Mem- 
bers. I think one thing that you're going to find here todS for sSre 
th«t'« f ' ^T^^^'l^ th^t ju^e" have known for a long time, and 
tu J^r, can ^yitness an accident, come before 

you, and tell a different story, thinking that they are telline the 

Wr? * T^^^^'I °f P^"«l "^embers of thelui^ 

you re go mg to have to weed through all that today, but I do thank 
you for givmg me the opportunity to be here 

Senlto? Simon ^^^M^'^in^"^.'^.^ ^Z""'^ ^^'i* ^ t° ''ebut all that 
benator S mon said. I do want to change the context one bit. First 
of all, you re here, certainly to review the direct lending progr^rJ 
^n JhT ^^'""^ y'." reviewing Mr. Goodling as wdl as 

70 other co-sponsors of a bill that we have-Mr. Goodling and I 

JS]^p?e3d.*"*"^ '^^'"^^ P-^- it'I 

n<?r^o^*°u- Simon characterized that as stopping schools like Notre 
fr^^^^'^-^'^^^'u^y "^^y' '^"t want to get into direct lending 
froni being able to get nto the program. ^^Oiat we're tiying to do 
IS preserve the opportunity for schools to have a choice. « °° 
ihe Department of Education now wants to conscript wants to 
force your schools, whether they like it or not, into the dirrcUen^ 

i^ffPJ^^^'"; ^y'^y So our bill simply provides 

that option, to have a test, and then in two years the full ?ommit 
tee will review and then make a determination of what sho^fd W 
?onteft° ^ '""'^ h^*^ P"* the ri|ft 

Education has been a high priority for me as *vell as trying to 
r^lrr ^n^^ T''^ available for students durk^g m? 

time here in Congress, for the same reason that it's of concern to 
^o'^stituents have come up to me and told me of the dif- 
ficulty they are having with affording to send their kids to school 
no iV. 

Again, Tennessee, I think, reflects the same thing all of you 
know. In the last 10 years the price of just public schools in Yen 
nessee has gone up 123 percent. Yet the income in Tennessee has 
only gone up 89 percent. So I guess next to health care, probably 
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higher education has gone up faster than any other commodity we 

'^S^or^icfor fc^^^^^ Istook-I don't know what 

in the world he's going to do, but if you just have one or two luds, 
vou l^ow how ifflcult it is. That's tKe reason all of us are looking 
?or ways hZrably-We're looking for ways to make it more avaif- 

^^That's what I was trying to do. You know the way: Let'^^^^^ 
shovel some more money nto the program. That doesnt work now, 
and we S l^ow that. &o I looked into the student loan program, 
and here's what I discovered. „„j „ in nor 

In 1980 we had a $3 billion student loan program and a 10 per- 
cent default rate. In 1990 we had a $7 billion student loan program 
Sid a 54 percent default rate. We were spending more nioneys on 
Sfaulte 10 years later than we did on the whole program before- 

^Tf*^we could get that default rate back to 10 percent, then we 
would have more than enough monev for every student in America 
reSrdletrof their income, to be able to have a loan, as well as 
sll^Srey for the taxpayers. So the next question is how did we 

^^So^'ltS.t teng. I looked further, and I found that in the early 
1980s tSpSetary schools, for profit schools, were allowed to 
come intf the program. I think, you know, we would al agree that 
^vone who wLtfto go to Boston Plumbing Schools is just as hon- 
Se argoinrto Hazard, and so there's nothing wrong with pro- . 
prietary schools, which oftentimes are trade schools, 
^^^matter of fact, many of them serve a good P^rpof^, but what 
had hannened when they got into the student loan program, we 
?ound E the're were m^ proprietary-you ^^^^ people malung 
profits in these schools that were more interested in getting a stu- 
dent's monej than giving them an education. So once they got into 
the pro^am^ yo^kSow, to heck if they showed up for any classes^ 
yITu knfw they weren't going to try to get them a job, because 

■ ^"5Stn^;^S^f rfo'iidt^^^^^^ leaving these programs 

hadnM; gotten the kind of training that was necessary. They 
couldn't^t ^ job They defaulted, and obviously, the taxpayer suf- 
fered, but also that student suffered; because once you default on 
a student loan, vou can never get another one. ^, . , . 

Oftentimes tLy were sucked into these programs thinking they 
were goinTto tr^to improve their life, only to And another door 
S^med So then I went undercover to make sure that this was 

^^T hive a copy— NBC helped on that, and I have a cony of that 
You can see fS? yourself wLn I went undercover to find out what 
las g^ng on 1/ these schools, and that's what they wo^l^i ««y- 
r^^P r>n in- it's free money. You know, don't worry about it. 
T^ess fhat's the reason that I spent so much time working with 

year, it's $1.2 billion, and continuing to increase. 
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Because of that success-and I think that can be a model for— 
This IS sort of collateral to all this, but as we start looking at cut- 

fh^pl^iil? ^« look at making 

them more efficient rather than just cutting them. That's what wi 
did with this program. 

^,-?°^T''*^-^^^"^ ^^-2 ^o that is my big concern with the 

direct lending program. After making this success, making this a 
better pro-am the direct lending could undo all that success, be- 
cause the direct lending program says, once you get into the oro- 
gram vour default rate doesn't matter any longer. It's a get-out- 
or-jail-iree card. 

. You know, so what if you have a 90 percent default rate. You're 
in the progr^. You've got a blank check. They come in. You just 
wnte them. You know, we're going to undermine all the reforms, 
all the savings, and also reallv the protections for students to know 
they re getting in a school that can give them a good education 
lhat concerns me. 

• '^^^.alone in this. The Advisory Committee on Student Finan- 
cial Assistance, which was set up by the bill to overview the direct 

^I!^'^^'- ^ ^M-^ '■f ^^"^ °^ i*' point out there are some 

good things about direct lending, but they also make it very clear 
in their words, that direct lending— or allowing schools in with 
questionable records. 

I want to make this a part of the record. I also want to make 
a part of the record an evaluation of that that Mr. Mcintosh Peter- 
son and Pomeroy and I have that shows just how bad it is to let 
record a^o° ^^""^^^ lending, and I make that a part of the 

Senator Simon mentioned the savings, the cost savings of 
direct lending. Again, this is illusory? I want to make a part of the 
record a report from the CRS too. <x pan oi me 

Let me just very quickly read something to you so that we can 
m real wor d dollars know that there are no savings here, and we 
need to look at other areas Here is what they say: "What started 
this search for reform of the loan program was exploding default 
rates and more than competitive returns for commercial lenders 
.he proposed solution, direct lending, is largely irrelevant as a 
means of reducing these costs. More than competitive returns were 
virtually eliminated by the 1993 Student Loan Reform Act and if 
anythmg, dii-ect loans may increase default rates. There may be a 
lo^cal rationale for direct lending, but lower cost is not it " 

So well get that off the table and try to talk about some other 
of the gentleman s concerns there. Finally, my last exhibit is 50 let- 
ters from 50 colleges across tliis country asking you not to force 
them mto direct lending, not to allow Department of Education to 
use conscription, saying please test this program first, 
fjj^l"* ^ make these a part of the record, as well as a letter 
;w rvf^'*fvf'^T^^®'iy' I. admire very much, who makes it 

Clear that the Department is going to conscript schools in your dis- 
trict and in my district, whether they like it or not, to meet their 
the re^ord*^"^ lending. I want to make that a part of 

So once again, you know, you've got schools like Duke, Penn 
State, Northwestern, Notre Dame, Vanderbilt, University of South 
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Carolina saying the same thing that Bill Goodling and I are saying. 
Give it a chance. Let's see if this program is going to work. Then, 
in two years, youll have a chance to make a determination when 
you get ready to reauthorize. 

Let me tell you what we know now. Direct lending, although they 
want to go to 100 percent— Direct lending has been in existence for 
one year. What do we know? Well, we know this, that over that 
one-year period they can loan out $800 million, but they've col- 
lected less than $1 million. ^ , , j. 

For goodness sakes, let's test this program first, because what 
we've got here is a situation where direct lending is going to, over 
the 25-year period, require $400 billion in additional Federal debt. 
It's going to require hiring hundreds of new Federal employees and 
thousands of additional contract employees without any additional 
savings, and without any appreciable benefits for the student. 

So why in the world are we going to take on tliis kind of nsk 
unless not just that direct lending is just as good, not just that di- 
rect lending is maybe a little bit better, but that it s substantially 
better, and you can't know that without a test. What our bill sim- 
ply doe is set up a test and then, in two years, when you reauthor- 
ize, evaluate it. You can say let's go to 100 percent direct lending, 
let's do away with it, or let's have a combination. 

Thank you, Mr. Chairman. 

[The prepared statement of Mr. Gordon follows:] 

Statement of Hon. Bart Gordon, a Representative in Congress i'rom the 

State of Tennessee 

Mr. Chairman, I want to thank you and the committee for extendin,; to me the 
invitation to appear before you today. , , , , , j . 

As you may know, for several years reform of Fedsral student loan and grant pro- 
grams has been one of the tcp priorities of my service in Congress. 

My strong interest in this issue began when I was approached bjr middle-class 
parents in my district who complained that the cost of college combined with the 
difficulty in receiving financial assistance meant that their children were putting off 
college for a year or two — or sometimes forever. , „ /. 

I decided to take a hard look at exactly where the billions of tax dollars for grants 
and loans were going. ^ , , ■ ^ j e > „ 

I found that in 1980, about 10 percent of new funds appropnated for loan pro- 
grams went to pay-off bad or defaulted loans, but by 1990 54 percent of those funds 
were going to cover defaulted student loans— and not available to other worthy stu- 

investigation of this default explosion led me to the source of much of the 
problem, unscrupulous proprietary schools which were not in business to educat* 
students but instead to use students to get access to Federal doUars. 

The bad apples have been very bad for Federal loan programs. 

For the record, I would like to submit to the committee a videoUpe of the NBC 
news program. Expose which includes my own videotaped undercover visit U> one 
Tennessee proprietary school and gives an accurate overview of how problem sihools 
have wasted precious funds in both the Pell grant and student loan programs. 

After two years of a very hard fight, we enacted real reform and I am proud te 
report that default rates are decreasing. r v j 

TTiis is especially relevant today because my strong preference for a thorough and 
fair test of direct lending before rull implementetion is based, first and foremost, on 
my concern that the worst of proprietary schools will flourish in the direct loan pro- 

'^'^ers, including the Advisoiy Committee on Student Financial Assistence [the 
group responsible Tor reporting to Congress on the stetus of Federal student assist- 
ance programs] have reviewed the direct loan program and share my concern. 

I would like to submit a copy of a report written by the Advisory Committee on 
Student Financial Assistence in the form of a letter to ^nator James JfRords- 
While acknowledging some positive aspects of the new loan delivery system, the Ad- 
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yisory Committee finds that tb" Department of Education is allowing schools with 
"questionable records" into the direct loan program unnecessarily risking serious 
program integrity problems. 

As this report indicates the direct loan proeram currently does not figure default 
rates for participating schools and allows schools to draw down Federal funds di- 
rectly. 

With the Advisory Committee report, I will include the analysis of tliis problem 
as presented by Representatives Mcintosh, Peterson, Pomeroy and myself in a press 
conference last month. 

The Department of Education has contested the points we made last month as 
well as the findings of the Advisory Committee, but I believe the concerns raised 
in both cases are accurate. Institutions like the Las Vegas School of Gaming with 
a 47 percent default rate — and dozens others like it — do not belong in any loan pro- 

fram and certainly should not have been allowed into direct loan program where 
efault rates are not calculated. 

I also want to address the fact that this debate had been confused by claims that 
the new program will mean billions in real tax dollar savings. On March 10 of this 
year I asked the Congressional Research Service for a straightforward, non-partisan 
account of the budget savings potential of the direct loan program. That is exactly 
what I received. 
I would like to quote from the summary section of the analysis: 

■"What started this search for reform of tJie loan program was exploding de- 
fault rates and more-than-competitive returns for commercial lenders. The pro- 
posed solution — direct lending— is largely irrelevant as a means of reducing 
these costs. More-than-competitive returns were virtually eliminated by the 
SLRA (1993 Student Loan Reform Act] and, if anything, direct loans may in- 
crease default costs . . . There may be a logical rationale for direct lending, but 
lower cost is not it." 

Mr. Chairman, I submit this CRS analysis as a part of my testimony and hope 
that each Member will give it a careful review because this non-partisan document 
refutes the saving claim which has been the driving force behind direct lending. 

As my final submission today, I will provide to the committee copies of 51 let- 
ters — 50 letters I received from schools all across the country and one letter from 
the Department of Education. These letters express a common concern about direct 
lending and a shared desire to see the new program thoroughly tested. 

Unfortunately, this letter ft om the Department of Education confirms, I believe 
for the first time, that the Department is planning to use its conscription powers 
to force schools like these into direct lending against their wishes. 

I believe schools like Duke, Ponn State, Northwestern, Notre Dame, Vanderbilt, 
and the Universitv of South Carolina know more about what is in the best interest 
of their students than anyone in Congress or at the Department. 

I have found that most Members of Congress and the vast majority of schools do 
not realize that the Department of Education is poised to use conscription powers 
to add loan volume to the direct lending program. 

I believe the Advisory Committee report, the CRS budget savings analysis, these 
letters from schools and confirmation of the Department^ intent to conscript point 
us toward a test-first approach to direct lending. That is the goal of our bill, the 
Student Loan Evaluation and Stabilization Act of 1995. 

H.R. 530, the legislation which I am co-sponsoring with Chairman Goodling will: 
[1] improve Congressional oversight of the billions of dollars the Department 
of Education spends to administer this new program 

(2) requires that the Department of Education track loan defaults at direct 
lending schools 

[3] ensure that loan guaranty agencies are not forced into insolvency, contrary 
to Congressional intent 

(4) provide that administrative costs are scored the same way for the direct 
loan program and tlie public-private guarantee program, and 

(5) limit the proportion of student loans made through direct lending to 40 
percent of new loan volume (the level set aside for the 1995-1996 academic 
year]. 

Mr. Chairman, in closing I would ask that we all think carefully before moving 
to direct lending. 

I believe the case for 100 percent direct lending must be very compelling to justify 
$400 billion in added and unnecessai? Federal borrowing, no savings in real tax dol- 
lars, hundreds more bureaucrats at the Department of Education, a new set of 
servicers, and if the Department is willing to approve guaranteed program improve- 
ments, no significant aavai'.tage for schools or students. 
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The new program has loaned over $800 million bo far and collected less than one 
million. We know the Federal Government is better at loaning than collecting. We 
need a real test. 

I hope both proponents of 100 percent direct lending and those advocating com- 
plete repeal consider H.R. 530 an opportunity to win this debate in the right wav. 
If FDSL really work*— with no senoiis default, management, or servicing prob- 
lems—our bill will prove just that and we can forward to 100 percent loan volume. 

If, on the other hand, problems with direct lending prove too numerous and too 
serious to justify what tiie program adds to the national debt and Federal bvureauc- 
ra^, we know before dismantling the guaranteed loan program. 

To both sides of this debate, 1 say "don't be afraid of a fair test"— it's the right 
thing to do for taxpayers, schools and most of all, students. 

Chairman Hoekstra. I've just got one question for you. If we — 
I'm predisposed to your position, but if we wait two years, which 
means we'll have three years of loan experience under our belt, do 
you really think well have the information necessary to decide 
whether we are a good collection agency or in the long run would 
be a good collection agency? 

Mr. Gordon. Well, I trust the committee to make that deter- 
mination. In two years you may or may not have that information. 
If you do, you should make a decision. If you don't feel comfortable 
with it, then this committee can authorize it for one more year, for 
two more years or whatever you think; but I think, again, I trust 
the committee to make that determination. 

Whatever it is, I'm sure there is going to be some fine tuning, 
but we simply need more experience, more information before I 
think you can make that valid determination. 

Chairman Hoekstra. The concern continues about having two 
duplicative programs, the prior system and now direct lending, and 
running both programs simultaneously. I just wondered whether 
you had some insights into why you thought two years would be 
appropriate and why we would have the information in two rather 
than in four or five. 

Mr. GrORDON. Well, two years is when the higher education bill 
will come up, and you will be reauthorizing. So, I mean, that's the 
natural sort of demarcation line. Again, if you want to push that 
back, you can. 

You raise a very good question about a dual system. You know, 
it may be heresy, but let me just give you some of my quick 
thoughts. We're not going to have two systems unless our bill goes 
into place. The administration and the Department of Education 
will go forward with full direct lending. They will undermine the 
private sector, and it will be gone. You can't put it back together. 
Humpty Dumpty will have fallen off. 

I talk to an awful lot of schools. I mean, there are going to be 
few people that have talked to more schools about this program 
than I have and, honestly, 111 tell you what I'm finding. There are 
a variety of schools that like direct lending and want to keep it. 
There are just as many schools like Notre Dame and Vanderbilt 
and University of South Carolina that don't want it, and both those 
positions are in the minority. 

The vast, vast majority of schools say, you know, I don't mind it 
being tested. I don't mind somebody else having a chance to use it. 
I don't mind— You know, we may want to use it sometime, but test 
it, you know. 
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One thing that the 8u-90 percent of schools will agree upon is 
they don't want to be conscripted. They don't want to be forced into 
the direct lend program, and that's what will happen. 

What I'm seeing right now is in the short term, having both sys- 
tems is good, because it is pushing both the private sector and De- 
partment of Education to do their best. They're out there competing 
to make it a better system for the schools as well as for the stu- 
dents, and that's healthy, and we would have a better program be- 
cause of that competition. 

Now one of the problems you have is that one of the competitors 
is also the regulator, and so, you know, it's hard — You know, if you 
were plajdng basketball, you wouldn't want, you know, your oppos- 
ing team to also be the referees, and that's what we have now with 
Department of Education being both the regulator as well as the 
competitor. 

Part of our bill tries to, as best we can, level that plajdng field. 
The other option: You may decide a dual system may be best in the 
long run. 

Chairman Hoekstra. Mr. Sawyer. 

Mr. Sawyer. Thank you very much, Mr. Chairman. Bart, you've 
done just a remarkable job on this. You've been tenacious and gone 
into great depth throughout the entire time that you've been work- 
ing on this, and I have to admit that there is absolutely nobody 
who has put in more time. I certainly can't imagine that there is 
anybody who has talked to more schools than you have. 

Let me comment just briefly. It seems to me that the comparison 
that you made between the default rates in 1980 and those 10 
years later may have been a little bit misleading, in that the de- 
fault rate of 10 percent remained essentially stable throughout that 
decade, but that the cumulative relationship between debt volume 
and currently outstanding debt had risen to 54 percent, but that's 
not the same as a 10 percent annual default rate. Would you con- 
cur with that? 

Mr. Gordon. Well, of course, you could say the same thing for 
the prior 20 years, before 1980, and you didn't see that kind of dra- 
matic increase then. 

Mr. Sawyer. Of course, you could. Of course, you could, and 
there is no question but that the kinds of reforms that you've been 
advocating 

Mr. Gordon. And you're a part of it, too. All of us were a 
part 

Mr. Sawyer. We have all worked toward that. 

Mr. GrORDON. [continuing] of helping reduce that default rate. 

Mr. Sawyer. I agree with that. I would also like to suggest that 
the current lending in the direct lending program, the collection 
rate — it probably is a little premature to be comparing $1 million 
to $800 million. 

Mr. Gordon. Oh, sure. It's premature to be comparing it, and it's 
certainly premature to be sajdng go to 100 percent, start conscript- 
ing schools all over the country. 

Mr. Sawyer. I understand that. You're looking for a competitive 
environment. Can I assume then that you wouldn't want to see 
anybody forced to that 100 percent nor would you like to see it 
capped at 40 percent, for example, so that those schools out there 
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that might want to make a decision would be precluded from mak- 
ing that kind of decision? 

Mr. Gordon. I think that's what our bill does, because the De- 
partment of Education, and we have it in writing, has made it 
clear. They want to move beyond — ^They want to go to 100 percent 
direct lending, and once that occurs, then you undermine — and 
they would like to do it tomorrow, if they could — ^you undermine 
the infrastructure within the private sector. 

So they're trying to take away the right of schools by conscription 
to have a choice. So what our bill does — It just puts into place, real- 
ly, a holding pattern. I think the Department is at 29 percent right 
now. So it still gives them plenty of room. They want to go on up 
to 40, until you have a chance in two years to review this. 

If we don't do that, then they are going to take away that option, 
because they're going to take it to 100 percent direct lending. 

Mr. Sawyer. It seems to me, Bart, that caps are as mucn a det- 
riment to an open, competitive environment as conscription is. 
So 

Mr. Gordon. I think the difference, though, the cap is for two 
years. The move to 100 percent direct lending and conscription of 
schools is forever. 

Mr. Sawyer. That may well be, but that doesn't provide for a 
competitive environment, if we're really looking for schools to have 
the opportunity to make choices based on that comparative advan- 
tage from one system to another. 

Mr. Gordon. Okay. Well, then let's do this, Tom. If that's the 
case, then can you get the Department of Education to say they 
won't conscript schools, because it's not voluntary if you're made to 
get infc) the program, and the Department of Education, within 
writing which I've submitted to you, says they are going to con- 
script. 

That's part of what our bill says. It makes clear, they can't con- 
script. They can't force schools in. 

Mr. Sawyer. I hear you clearlv, and I'm just saying that if I'm 
going to do that sort of thing, then it makes little sense to have 
a limitation on the kinds of choices that a school could make in 
moving back and forth. 

Mr. Gordon. Well, let's just level the playing field, stop them 
from being able to conscript, also make sure that the competitor is 
not also the regulator or, if so, that there are some protections, and 
then we can have a level playing field. 

Mr. Sawyer. Well, you don't want to set up another bureaucracy 
to do a duplicative job of regulation, and I don't either. So perhaps 
we need to find out a way to overcome your misgivings about that. 

Mr. Gordon. Sure. 

Mr. Sawyer. I want you to know that I have as much discomfort 
over caps as I do about conscription. 

Mr. Gordon. And I think that's all the more reason that we all 
need to sit down. Our bill— Bill may think this is the absolute, 
have-to-do perfect situation, but I thmk— and I'm just being face- 
tious. I mean, let's sit down and work it out. 

We're all in the same boat. We all want to see students get the 
best opportunity. We want to see the taxpayers get the best oppor- 
tunity, and let's sit down and see what we can get worked out, but 
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forcing schools into this program is, I don't think, the way to do 
that. 

Mr. Sawyer. Thank you, Mr. Chairman. 

Chairman Hoekstra. Well, we'll hear what Chairman Goodling 
has to say. 

Chairman GoODLlNG. Well, of course, we can't set up a competi- 
tive situation until we find out whether the program works or 
doesn't work. You have to have — ^You know what the one program 
does. You have to find out what the other program does before you 
can have any kind of competition out there, and that's all we're 
asking. 

We're saying that until we do as we said in the legislation, slowly 
move into something that no one knows anj^thing about — No one 
in the administration knows what the outcome will be. They will 
be gone seven years from now when we have to start trying to 
make sure we collect this money. I want to know whether Hope 
College will have 97 percent collection in seven years from now as 
they now have under the existing systems. 

'That's what we need. We need time, but if we're going to try to 
present a budget here that takes us to 100 percent in two years 
time, there's no way to determine whether you have competition or 
don't have competition. There's no way to determine whether one 
program is better than the other. 

Already, as you mentioned, the referee tries to make dam sure 
that they can disprove that the other side has anjrthing to offer. 
This is what they do. Schools and their students participating in 
the FFEL program are still not being allowed to use the single free 
financial aid form, even though Congress said it is for all students. 
Now how can you have any kind of competition? How can you judge 
systems if you don't allow them to play under the same rules. 

The direct loan consolidation program which the Department de- 
"eloped offered students more favorable deferment provisions and 
interest rates than the existing program. How do you check that? 
How do you compare that, if the referee is not going to allow the 
other side to play under the same rules that they are plajang 
under? 

FFEL participants are hindered by Department regulations in of- 
fering students more flexible repayment terms, as they are doing 
with direct lending. They do the exact same thing. They don't aLjw 
them to do anj^thmg with new, innovative electronic services, but 
they're going to use them. 

So even after seven years, we may not be able to prove anything, 
becauea the referee does not allow a level playing field to find out, 
and that's all we're asking. No one on this committee, no one in the 
Congress, no one in the Senate, no one anywhere has any idea how 
well the program will work. 

Now its fine to say as a college, we love this. Well, of course. I 
mean, it's pretty simple and, as long as you don't have any respon- 
sibility about collecting any of the bucks, why wouldn't you love it? 
It's wonderful for the student. 

Well, my wonderful chairman who — former chairman, who is a 
very good friend of mine, always also used to say what we need are 
all Pell grants, and we don't have to worry about defaults. That's 
a magnificent idea. I'm afraid that's the way we're heading right 
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now if we allow us to irove in two years without a seven-year op- 
portunity to find out how the system is going to work, and that's 
where we're headed, Pell grants for everybody. 

Well then, of course, the taxpayer is going to have something to 
say about that. So I appreciate your testimony. I hope we can get 
the Congress to understand, we'd better look at what it is we re 
going to do, because seven years from now we may discover that 
we made a terrible mistake. Why do that? 

Why not find that out by having the two systems or three sys- 
tems working at the same time, fairly, on a level playing field, and 
then make the decision which way we should go. So thank you very 
much for your testimony. 

Mr. Gordon. Thank you for that question, Mr. Goodling. 

Chairman Hoekstra. Mr. Reed? Mr. Scott? 

Mr. Scott. Thank you, Mr. Chairman. There's one comment I'd 
like to make. It's not a question. You had indicated a problem with 
default rates at some schools. Particularly proprietary schools have 
very high default rates. One comment, I think, is important to note 
is some of those, if you look at their student body, they're taking 
a lot of people who, from situations— If half of them actually pay 
the money back, they've done a great service to society. 

Some colleges. Ivy League colleges, for example, if they had a 2 
percent default rate, they ought to be ashamed of themselves. So 
I mean, I don't think you ought to look at the default rate in and 
of itself as a measure of what effort is being made by the college. 

Many of the proprietary schools take people who have no skills, 
no possibility of getting a job, and within eight months to a vear 
or two years give them the skills to actually work. Some of them 
don't make it, but from where they started to where they ended up, 
they've done a great service to society. 

I would hope that, whatever we do, we not look just at a default 
rate as a criterion as to whether a school is doing a good job or not. 

Chairman Goodling. Would the gentleman yield? 

Mr. Scott. I yield to the gentleman. 

Chairman Goodling. I just wanted to indicate that we ve come 
a long way with that, because of course, some of those fly-by- 
nighters did take great advantage of young people anu, when we 
were smart enough to delay disbursement, we put them out of busi- 
ness, and now the goodies are there and the baddies are gone. 

Mr. Gordon. Mr. Scott, I think you make a very good point, and 
as I have said earlier, I think there is certainly a role for propri- 
etaiy schools and, clearly, many proprietary schools do deal with 
stucfents who are at risk. 

The legislation that this committee has put forth in 1993, the re- 
form, stiU gives much room, but I think probably the most articu- 
late spokesperson on this issue is Maxine Waters. Maxine — and 
I've heard ner— I was going to say rant and rave. I probably 
shouldn't say that about Maxine but, let's say, be vocally articulate 
about these schools that will come into her community, into Watts, 
with no interest in those at risk children, those kids or those 
adults. 

They come in there for one reason. They want to use them to get 
the Federal dollars, and it's so sad to see, you know, one woman 
with maybe a couple of children who wants to improve her life. So 
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what she will do is she wUl ask her mother maybe, will you babysit 
for these children while I go to this school and try to learn a skill 
because, you know, I want to go off and be on my own. 

Well, she does that. She goes to the program. Of course, these 
folks have no interest in whether or not they teach her a skill or 
if she gets a job later, because they've already got her money. 
Those are the folks we're trying to get to. Those are the folks that 
aren't helping those students that you and I are interested in. 
Tliose are the ones taking advantage of them. 

I think that we can, hopefully, leave a wide door open for legiti- 
mate proprietary and community colleges, State vocational/tech 
schools, and at the same time, protect them; because don't you 
think we have a responsibility. 

If you have a student that comes up and gets a Federal guaran- 
teed loan in some way or a Federal loan through the direct lending 
and take it to XY or ABC Magic School, then don't you think that 
student thinks, well, if the Federal Government, Department of 
Education, is going to give me a loan to go to ABC Magic School, 
then they must be saying this is a good school, and so I can go 
there without concern. 
I think we have a responsibility to those students. 
Mr. Scott. I think— I hope we would not throw out the baby 
with the bath water. The experience that Representative Waters 
has and the experience in my district are entirely different. We've 
got schools with placement rates of 75-80 percent taking people 
with no job skills at all, no skills at all, no possibility of getting a 
job, and I would hope— and by just going to a default rate, you will 
put these places out of business. 

In fact, we have put many of the very good schools that have 
taken people with no job skills, given them job skills, and by hav- 
ing this arbitrary level comparing a business college with an Ivy 
League school that takes just the top 1 or 2 percent of achievers— 
To have them competing at the same default rate standard is, in 
fact, ridiculous. 

Mr. Gordon. Well, that's why we've set the standard high. Be- 
fore a school is threatened, they have to have three straight years 
of 25 percent or more default rate; and if they do, even at that, 
then they have an appeal process to show that they are taking 
these at risk students. 

Then we've put in additional leeway for traditional black schools 
and other schools like historically black schools. So there's been an 
effort to do that, and I hope that it is working, and this committee 
should look at it. If it can be fine tuned and made better, it ought 
to be made better. 

Mr. Scott. Thank you, Mr. Chairman. I think I've made— We ve 
both made our points. 

Chairman Hoekstra. Thank you. Mr. Green. 

Mr. Green. I have no questions. 

Chairman HoEKSTR/^. Well, thank you for your patience, for 
being last on the panel. You got more air time than anybody else. 
So thank you very much. 

Mr. Gordon. Thank you. 
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Chairman Hoekstra. I'd like to invite the second panel forward. 
I will yield to my colleague, Mr. Reed, to introduce one of the pan- 
elists. 

Mr. Reed. Thank you very much, Mr. Chairman. I'm delighted 
to welcome Lynn Fawthrop of Roger Williams University. Lynn is 
the Director of Financial Aid. She^ a very active member of the fi- 
nancial aid community in Rhode Island and has been personally 
very helpful to my office in explaining all the intricacies of finan- 
cial forms to thousands of Rhode Islanders and their more puzzled 
parents. 

She's also very active on a national level as Chairperson of the 
Advisory Committee on Student Financial Assistance. Welcome, 
Lynn. 

Thank you, Mr. Chairman, for your graciousness. 

Chairman Hoekstra. Thank you. Now let me introduce the other 
members of the panel. We have Mr. Pierce who is President and 
Chief Operating Officer for Maine Education Services. We have Mr. 
Otto ReVer who is the Associate Vice Chancellor for Student Serv- 
ices and Director of Financial Aid for the University of California, 
Irvino. Boy, a heavy dose of California today. 

Then we have Ms. Phyllis Hoovman who is Director of Financial 
Aid for one of the most outstanding colleges in the country today, 
Hope College, which is located in my hometown and which is also 
my alma mater. So welcome to you. 

Chairman Goodling. Did they accept you into their college? 

Chairman Hoekstra. I snuck in, but it was a great place. We'll 
start with Mr. Pierce. 

STATEMENT OF RICHARD PIERCE, PRESIDENT AND CEO, 
MAINE EDUCATION SERVICES 

Mr. Pierce. Thank you, Mr. Chairman, Members of the commit- 
tee. My name is Dick Pierce. I am President of Maine Education 
Services. Just a quick background: I've spent my entire adult life 
in education. I've been a teacher, a college dean, served regionally 
in the New England Board of Higher Education, nationally in the 
Education Commission of the States, and have been involved, basi- 
cally, in the last 20 years around the student loan program. 

My organization provides a secondary market, or students, for 
the Federal loan program exclusively in Maine, and I'm mst really 
pleased to have the opportunity to tell you a little bit about what 
we do. It was apparent when Senator Simon was talking about the 
full page ads that Sallie Mae had the opportunity to put before you, 
and Congressman Istook was talking about the limitless dollars 
that the Department seems to have to advertise, we have neither 
of those opportunities. 

So for us to tell you what we are doing in a small rural, rel- 
atively poor State, is a unique opportunity for us, and we appre- 
ciate it. I also want to say that one of the reasons I am not here 
today is to take any potshots at the Department, I have long 
thought that we ought to be a partner with the Department in 
these programs and not a competitor. 

I am also not here to tell you that I've seen in my 20 years in 
this business that programs have been run perfectly over the years. 
There have been lots of problems, but I can tell you that I think 
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that there are an awful lot of good things that have been happen- 
ing for a wide variety of reasons. 

I guess it really doesn't matter what those reasons are, but there 
are an awful lot of good things that have happened over the last 
few months and years to make this program operate better than 
I've ever seen it operate in the past. I think we've made tremen- 
dous strides in making the delivery in servicing of student loans 
easier for students and for schools, and I think that's really what 
it is all about. 

Not only have we been able to speed up the processing of applica- 
tions and the transmitting of loan funds to schools, but we've also 
been able to cut administrative costs. Many of us, as a result, are 
trying very hard to pass those savings directly on to students in 
the form of lower interest rates, as we do in the Maine program, 
and reduced fees, coupled with always improved personalized serv- 
ice. 

At the same time, we also aren't forgetting that we have a re- 
sponsibility in the area of defaults. I am proud to say that Maine 
has always had one of the lowest default rates in the Nation, and 
it continues to have that. In fact, all of New England has a very, 
very low, traditionally low default rate. 

I would also like to add that long before the Higher Education 
Act of 1965, Maine was making loans to students from the private 
sector, using funds. We have a long tradition in this program. 

I think that being a not-for-profit. State-based operation really 
allows us an awful lot of flexibility that, undoubtedly, a large 
Washington based organization really can't have. I think the ap- 
proach that sometimes Washington takes of one size fits all is ex- 
actly what we, a State like Maine, are not. 

We have tried to use whatever ingenuity we have to deliver the 
program and make it work for our people, because we are abso- 
lutely convinced that our whole future in the State of Maine is 
really dependent pretty much on how successful we are in moving 
our people on to some form of higher education. 

I also would like to point out that, basically, many of the 
changes — most of the changes I've seen over the last couple of 
years are really pro-student, and I would also like to quickly men- 
tion three major nationwide innovations that are happening, just 
to make sure that they are on your agenda and bring them to your 
attention. 

First of all, the National Student Loan Clearinghouse is an effort 
that is entirely in the private sector and has really been a response 
to the Congressionally mandated National Student Loan Data Sys- 
tem, which really never got off the ground, to any great extent. 

Now the private sector has taken over and, with absolutely no 
cost to the Federal Government, this is up and running at over 200 
schools with well over 2 million students participating, and I think 
that this is a great new innovation. 

Two other projects that are underway, the Educational Loan 
Management, better known as ELM, and, while we do not partici- 
ate in this, there are a couple of our competitors on a regional 
asis that do use this. 
I would like to bring this to your attention, because I think it's — 
Regardless of the fact that they are our competitors, I think that 
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there are some things in there that are going to be better for stu- 
dents, and they ought to be allowed to institute these changes that 
they want, which really brings a sta::dardized, computer based de- 
livery system for student loans and services to the forefront. 

Much like people have used Visa and MasterCard, ELM has 
some wonderful possibilities, and I think that it's something that 
should be allowed to move forward and not hindered by Depart- 
ment regulations. 

Thirdly, the CommonLine Network is another important area, 
and I would like to point out that every single guaranty agency in 
the country has agreed to use the CommonLine. 

In fact, a number of schools are already using it, and the initial 
results have been absolutely fantastic, and certainly they make 
sense in standardizing many of the things that we do in the indus- 
try. 

Finally, I'd like to say that the Coalition for Student Loan Re- 
form, which is a group of guaranty agencies, of lenders, secondary 
markets like ourselves, worked with financial aid officers who I 
consider the real experts, the people who are out in the front line 
who know this program probably better than all of us, to develop 
a list of recommendations for FFEL improvements. 

Recently, the Coalition has conducted a survey which I have at- 
tached to my testimony which shows a dramatically improved level 
of services in the private loan programs, including the electronic 
processing of loans and 24-hour turnaround for applications in 
many areas. Basically, I think that the survey is a very good source 
of new information for you. 

I also would like to just point out something about educational 
outreach, because too often I think perhaps you look at all of us 
as some people who provide some capital and service loans, and 
that's it. I would just like to at least read into the record and leave 
with you some photographs of some of the things that we do in 
Maine that are fairly unique. 

We have a 34-foot Winnebago that goes to high schools. It has 
computers on board. It has printers. It has video, audio. It has 
Master's degree counselors. It helps students with financial aid 
forms, with career counseling. It goes to malls. It goes to adult edu- 
cation centers, to displaced homemakers, to youth correctional fa- 
cilities, all over the State. 

You know, in a State like Maine aspirations are everything, and 
many, many people in our State will not come through any front 
door. You have to go to them, and that's one of the things that 
we're trying very hard to do, to make them believe that they can 
go on to a variety of forms of higher education. 

I can tell you from unlimited anecdotal evidence that we have 
had over the past year that this has been in operation that it's 
been just an unmitigated success and is just well received by peo- 
ple all over the State of Maine. I was going to say especially in the 
rural areas, but I guess basically we're one big rural area. 

I v'ould like to say that the program improvements which I have 
mentioned represent really just a sampling of some of the innova- 
tions, because every State has done something different. 

We aren't all the same, and we really hope that we will be given 
a chance to present more fundamental proposals for reform and re- 
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structuring of the student loan programs when reauthorization 
comes up next year. 

I guess it's been well pointed out here, and I don't want to be 
repetitive, but clearly, H.R. 530 ip going to give all of us an oppor- 
tunity to see how these two programs work, and that's all that 
we've ever asked. I have said time and again, if the government 
can do this better program— do this better — run this program bet- 
ter than we can, then they dam well ought to be running it. 

I don't have any problem with that at all, but to just put this 
five-year program, wnich has worked so well in so many places, out 
of business, I think, is unconscionable, frankly, and I hope that it 
doesn't happen; because as Mr. Scott said in referring to throwing? 
the baby out with the bath water, as far as I'm concerned, at least 
in Maine, we are the baby, and I hope that we don't get thrown 
out. 

I would also just like to say that I would ask the subcommittee's 
assistance in monitoring the activities of the Department of Edu- 
cation. I hope, and I continue to wish, that they will be our partner 
in doing what's right not for the President and in doing what's 
right not for politicians, but doing what's right for people who de- 
serve the very best programs. 

It just becomes a political football far too easily, and it's people 
who fall through the cracks who really need all of our help. Collec- 
tively, I would like to think that we could work with the Depart- 
ment and not against it. I, for one, don't see them as a competitor. 

I want to thank you very much for the opportunity to appear 
here before you today. I'm more than happy to answer any ques- 
tions that you may have, but I would just, I guess, end in saying 
that in Maine and in many other States across this country we 
have programs that are working very, verv well, and all too often 
sometimes we can paint with that broad brush and think that 
things are a mess, and they aren't in many places. 

If you ask our legislature and our Govt'.TDor and our senators and 
our schools and our people, do you have a good program, are you 
happy with it, I am very confident they would say, yes, and I hope 
that you will listen to all of them. Thank you very much. 

Chairman Hoekstra. Thank you. 

[The prepared statement of Mr. Pierce follows:] 
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Mr. Richard H, Pierce 

Mr. Chaimun and Men.bers of the Subcommittee on Os ersieht and Ins estimations. m> 
name is Dick Pierce. 1 ser%e as President and CEO ofMaine Education Ser%ices. M> 
organization pros ides a secondary market for students Federal Family Education Loans in the 
state ofMaine. f am honored to hase the opportunity to testis today on the federal student loan 
programs. 

Mr. Chaimian. participants in the Federal Family Education Loan Programs have made 
tremendous strides in making the delis er> and ser% icing student loans easier for students and 
schools. Not only hase these impros ements sped up the processing of applications and the 
transmitting of loan funds to schools, they hase reduced administrative costs. And FFELP 
participants are passing these cost sasings directly to studems in the form of losver imerest rates 
or reduced fees, coupled svith improved, personalized service. 

A\ the same time sve are helping students and schools, sve are not forgetting our 
responsibility to the ..\merican people ssho guarantee that student loans ssill be repaid. We have 
stepped up our efforts to reduce defaults, already saving money . and members of the FFELP 
cummunits stand reads to come for%sard svith additional ideas for reducing default costs. 

To me It is truly e.-iciting to be able to produce a tangible benefit to students, especially at 
a time sshen the costs of a college education are higher than eser. Far from being InetTiciem. I 
believe the netssork of non-profit and state-based organizations that proside loans under the 
FFEL program can lead the svay in finding innovative ssay s to improve the student loan system. 
1 believe the state-based systems have the flexibility to tailor their programs to meet the needs of 
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each area of the countn- and to respond to changes in the education marketplace more quicki\ 
than can a centralized, purely federal, Washington-based program. 

The changes made over the past two years in FFEL are unambiguously pro-student and 
represent the t> pes of innovations that are unlikely to occur in the direct loan program once 
competition \vith FFEL is eliminated. I «.ould like to explain what I mean by iriving you 
examples of some of the approaches we have taken. 

'■ Tht National Student 1 oan Clearinghffl is? 

In 1993 a group of panicipants in the FFEL Program decided to develop a. 
computerized means of processing Student Status Confirmation Reports (SSCRs), This 
initiative, which became the National Student Loan Clearinghouse, was begun because of 
frustration with the Department of Education's long delay in starting the Congressionally 
mandated National Student Loan Data System. We were just tired of waiting to replace 
the inefficient and outmoded manual processes that had persisted for years, so we took 
the initi-stive ourselves to begin modernizing the process of tracking student enrollment. 
This modernization has proceeded, with great success, at no cost to the fedpral 
government, 

The Clearinghouse is structured as a not-for-profit corporation with a 
board of directors representing schools, lenders, guaranty agencies, and secondary- 
markets. It is successfully transforming the labor intensive, error-prone process of 
informing loan holders when students leave school so that the repayment process 
can be started. Many of the large audit exceptions identified by the Department 
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o^er the pabt se^eral >ears ha^L• occurred uhen the Student Statui Continuation 
process ^as not performed on an accurate or tiinel> basis 

These problems, ^^hich resulted in many borrowers not entering repayment on 
time, led the prnate sector to de^elop its oun solution. To date. 200 schools representing 
tuo million siudentsar. participating in the National Student Loan Clearinghouse. This 
brings loans into repayment uith (e^^er errors, greatly reducing the need for contacts 
between schools and lenders to sort out individual students' cases. It should also greatly 
reduce the number of calls your district otVices receive about loan repayment problems. 



2. [j ^ducntional I oan Mana gement Resources. 

.\ coalition of student loan delivery organizations has joined together to create the 

Educational Loan Management, or FLM. initiative, a universal, transparent delivery 

s> stem for common student loan products and services. ELM is partly modeled on wildl; 

successful examples ofother shared national initiatives such as VlS.-\ and Mastercard. ,is 

well as the Cirrus and Plus .ATM networks. 

l-.LM has the potential to streamline the loan application process as well as 
the subsequent steps a loan follows. ELM would take adv antage of the most 
modem technology available for the benefit of students, schools and the ta.'<pa>er. 
L nfo'tunately. that potential cannot be realized at this time, as I will explain later. 

The ELM process consists of four components: 
1 ) A customized diskette given to a student that allows the student to apply for any 
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combination ot" federal, state and in.stitutionai student aid--tree ol chars;e 
2 1 A service bureau that 

(a) maps comniunications to and from a school's tlnancial aid 
s\ stem. 

I bl sends institutional data retrieved from student diskenes to the 
school's computer system. 

(c) receives schools' transmissions of cenified loan data, which are 
then sw itched to lenders and'or guarantors, and 

(d) maintains a student database for each school. 

3) A computer interface system v.hich allows the school to access its student database for 
inquiry , maintenance, and statistical and status reppning. 

41 A Central Disbursement Agent offering single-source electronic funds transfer i EFTl 
scr\ ices to those schools not already so equipped. 

The student loan community enthusiastically began adopting this system, but has 
nm up against a regulatory brick wall, The Depanment of Education has assened that the 
ELM system is "illegal" becau.se. according to the Depanment. the Higher Education .Act 
dictates that only the Secretary of Education can produce, distribute and process Free 
Applications For Student Aid (FAFSAs). 

This interpretation of the law does not serve the best mterest of students or 
4 
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schools. Ho«.t;\er, in light of the Department's position, ELM has dropped all 
plans to oti'er the FAFSA form on the ELM diskette. 

I would like to note that ELM managers ha\e made man\ attempts to 
arrange a meeting with the Department to discuss the issues in question, but the 
Department has not responded. 

.V CommonLine 

The CommonLine Network is the result of an industr\ -wide standardization of 
electronic loan application formats, edits, response files and error messages. It puts the 
latest technology in electronic data exchange to uork at schools by allomng school 
financial aid offices to communicate directly, via electronic mailbox, with every guaranty 
agency and many of the largest lenders and serv icers in a single format. 

The CommonLine Network also allows ever:, guarantor and lender to "talk" to 
one another electronically . Like an ATM banking network, the Network will allow 
schools to automate fully their FFEL loan application process. Financial Aid 
Administrators no longer have to perform exception processing manually or have a 
specialized knowledge of guaranty agency fomidts. I his ultimately saves them time and 
resources. 

The CommonLine Network uses electronic mailboxes to send and receive data 
among schools, guarantors and lenders Each participating organization and school has 
its own mailbox in the CompuServ e on-line network. While a school can continue its 
direct electronic connection to its primary guarantor and'or lende,, school-based software 

6 



52 



will be modified so that all other application data will be sent to the appropriate agenc\ 's 
electronic mailbox. It will be retrieved and processed daily and returned to the school's 
own electronic mailbox, where it can be retrieved and processed. 

This process allows financial aid administrators to deal with many 
different guaranty agencies in a standard, simple format, so that the loans and 
guarantees can be processed quickly and efficiently. 

Every guaranty agency in the United States has agreed to use the CommonLine. 
Network, and a number of schools are already using it. For the 1995-96 lending cycle, 
close to 80 percent of the nation's guaranty agencies will have modified their software to 
make the full array of CommonLine services available to the schools they serve. Most 
guaranty agencies will be capable of receiving and transmitting data in the common 
formats through CompuServe no later than July, 1995. Those guaranty agencies that do 
not ftilly modify their software in the current lending cycle expect to offer the ftill 
complement of CommonLine services in 1996. 



I would also like to share with this Subcommittee the work that the Coalition for Student 
Loan Reform (CSLR) has undertaken to promote additional improvements in services throughout 
the student loan industry. In July 1 994. CSLR developed a list of recommendations to 
strengthen, improve and simplify the delivery and serv icing of student loans. This list of 
recommendations was developed with the direct panicipation of financial aid professionals and 
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reflects, in my view, what campus financial aid officers are looking for in improNcd ^erMces in 

student loan programs. 

Following the development ofthese proposals. CSLR appointed a task force to llesh oui 
the improvements and to monitor the implementation of them bv lenders, guaranty agencies, and 
secondary markets. Recemh . CSLR released the results of its eflorts. 1 v^ould like to share 
some of the results of a surve> «hich reliect a dramatically improved level of services in the 
Federal Famih Education Loan Program tor those participants \vho have implemented the 
recommended change?' 

• 86% of program participants indicated that lhe> had achieved a 72-hour turn- 
around on loan applications. ((14% of all respondents reported they can turn around loans 
from application to delivery of funds in 24 hours); 

• «)6'' 0 of participants indicated that they disbursed funds through electronic funds 
tran.sfer (EFT) or a master check. 

• ')8% of participants indicated that ihe> report updates in students status 
cIcctronicalK This process is facilitated through the Saiional Student Loan 
Clearinghouse. 

• W-o of participants combine loans of one type for a given horrm^ers into a single 
account so that the borrower vv. rites a single check in the repa> mem process 

• 100% of the participants use the common defemieni forms and maintain loU-tree 
borrow. er help hotlines. 

1 have anached a complete copy of the CSIR FFELP Improvement Survey to my 
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les'.imom tor >our further review. 

Educational outreach is something that we take \er>- seriously and is someihini; that the 
private sector programs have been working on in ever>' state tor many \ears. E\ei-\- sear. FFEL 
Program participants reach out to hundreds ot thousands ot" students and families to make them 
aware of the opportunities available through higher education. This educational outreach brings 
the potential of higher education to many w ho would not otherwise consider it. FFEL 
participants reach out to students and families, helping ihem become aware of educational 
opportunities, select possible colleges or universities, find the means necessarv' to pay for their 
education, including scholarship searches, and become informed borrowers if loans are 
necessarv . 

These outreach eftorts take many forms. There are programs for elementary school 
students, helping them leam to set goals, increasing their awareness of the vast array of career 
opportunities, and getting them and their parents started with early planning for college. 

.\n even wider variety of serv ices are available to high school families. FFEL 
participants sponsor college fairs w here students can visit with college representatives and leam 
about financial aid. Presentations are made to parents and students at special college planning 
nights and in the classroom to career classes. We make resources, such as libraries of college 
catalogs and scholarship guides available to families. We offer free searches of scholarship and 
college databases. We help families complete their applications for tlnanciai aid. estimate their 
eligibility, answer many questions, and help them understand the sometimes confusing financial 
aid process. 

As this Subcommittee considers the appropriate lole of the private sector in the student 
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loan programs, these acii\ iiies anJ educational ouirejili ell'ons should be kept in mind. Put 
another v. a\. Mr. Chairman. FFEL program panicipanis otien do more than just provide loan 
capital and service student loans in support ot" educational opportunity. 

The program Improvements which I have described to you today represent just a 
sampling of the innovations that the student loan industry is able to provide. We are hopeful that 
we will be given the opportunity to present more fundamental proposals for the reform and 
restructuring of the student loan programs in the context of the next reauthorization of the Higher 
Education Act. For this to happen, however. v\e need to assure that the FFEL Program remains 
stable and viable for the next two years. In this regard. I wholeheartedly endorse The Student 
Loan Evaluation and Stabilization .■^ct of 1995. H.R. 530. as a means of achieving this objective. 

I would like to highlight several provisions of H.R. 530 that are of particular importance 
to the student loan industp. : 

H.R. 530 removes references to a "transition" to the Federal Direct Student Loan Program 
and curt.;ris the virtually unlimited authority of the Department of Education to effectuate an 
arbitrary shut-dovvn of the FFEL Program. 

Frankly. Mr. Chairman, events of recent months have convinced me and others in the 
FFEL Program that the Department of Education is not interested in working with us on program 
Improvements, such as the ones 1 have shared with \ou today. For this reason. H.R. 530 is not 
only necessary, but Imperative. The Department of Education in my view should not be acting as 
our competitor, it should be acting as a public-serMce minded regulator, encouraging 
improvements in ser\ ice to students and families. 

1 w ould ask this Subcommittee's assistance in monitoring the activities of the Department 
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of Education to assure that proposals coming from the student loan industn that impro\e the 
qualit>- of service to students who depend on FFEl. and will continue to depend on thai proeram 
for the next several years, are considered on the basis of their merit. 

I would also ask that the Subcomminee undenake a carefti! review of ihe implementation 
of the Federal Direct Student Loan Program. The goal of this review should be not only to 
assure that all tiinds expended in the program are properly accounted for. and that services to 
students are of the highest possible quality, but also to identify those features of the Direct Loan 
Program that might be used as models for an improved program involving the private sector. 

As the Chief Executive OfTicer of Maine's Student Loan Secondary Market, I am very- 
proud of the private sector s record in promoting the availability of ftinds lo anend postsecondary 
institutions. 1 believe that in the long run. the private sector, and not the federal govemment, will 
be identified as the preferred means of achieving this public goal. The enactment of H .R. 530 
will help achieve this objective. 

Thank you for the opportunity to testily before this Subcomminee today. I would be 
pleased to answer any questions the Members of the Subcomminee might have. 



10 



Hi 



57 



o 

P-l 



•5 O 

PL, 



C/5 



On 
On 



O 3 

« 1 

z V 

o . 

z 5 

w s 

Q ~ 



O a 



59 



I 
< 



i i 



\0 



I 



I: 



o. 

< 



o 

0. 



— 

8 

a. >^ 

kfl CO 

S o 

2 i: 

»- — 

"5 « 

^ CQ 



o 



c 
o 
E 
E 
o 
O 



c t 



03 c *- 
O S ^ 

< o. 

00 u 



O. 
< 
C 

o 
E 
E 
o 
U 



o 

t 

o 
m 



a. 
a. 
< 



g o I 

CO* 

a. X, 



5 " 



S 

t 

e 

6e 
e 



a 
O 



a. 
< 



t 



O lO 
00 00 



3 il: 



t/i 



3 3 

O O 

3 2: = =: 

3 'J oo ri 
— - rsi ^ 



I' 
'I 



E £i 



vt oo 



<5 



61 



I' 



j5 J? 



I 



^ s? ^ g 

& Tf r4 O rJ 
o o 



I 



a. 

I 
a 

E 

s 



.2 

s 



.1^ 



|5 



5 



. 11 



c 

> 
c 
c 



"E 

c/; 



e 



e 

OS 



CO c 

= E 
in 

< (C 

in t 

t -S 

CO # 



o 



— c 



S E 2 

») 00 

u c a. 

= I § 



— -o 
o 3 

!- --A 



a- 




63 




64 



Mr. HOEKSTRA. Thank you. Ms. Hoojrman. 

STATEMENT OF PHYLLIS HOOYMAN, DIRECTOR OF FINANCL\L 
AID, HOPE COLLEGE 

Ms. HoOYMAN. Mr. Chairman, Members of the committee, my 
name is PhyUis Hooyman, and I am Director of Financial Aid at 
Hope College in Holland, Michigan. We are very pleased to be one 
of the 104 institutions chosen to participate in the first year of the 
William D. Ford Federal Direct Loan Program. 

Hope College is a four year liberal arts college enrolling approxi- 
mately 2,800 students. Under the Federal Direct Student Loan Pro- 

fram in 1994-1995, we administered approximately $6.7 million in 
irect loans for 2,000 borrowers, representing 71 percent of my stu- 
dent population. Our repayment rate under this program, as Mr. 
Groodling pointed out, stands at 97 percent. 

I have worked within the financial aid profession for over 17 
years. I am currently serving as an appointee of Governor John 
Engler on the Michigan Higher Education Assistance Authority, 
am a member of the Board of Directors for the National Association 
of Student Financial Aid Administrators, and am a past president 
of the Michigan Student Financial Aid Association. I certainly ap- 
reciate this opportunity to testify on behalf of the Federal Direct 
tudent Loan Program. 

I would note with you that there are now over 50 Michigan insti- 
tutions participating in direct lending. Within the four-year public 
sector, 13 of our 15 public universities or 87 percent are now direct 
lending institutions. Almost one-third of our smaller independent 
colleges are direct lending institutions, along with six of our com- 
munity colleges and 25 of our proprietary institutions. On a na- 
tional level, we now have 2,000 institutions accepted into the direct 
lending program. 

Neither Hope nor these other institutions entered into the direct 
loan program without serious deliberation. What were the greatest 
motivating factors for making such a mayor decision? Simply stat- 
ed, we believed that the Federal Family Educational Loan program 
was seriously flawed and ready to collapse under its own weight. 

For our financial aid office, the FFEL program had become an 
administrative nightmare. Approximately 80 percent of the com- 
plaints received by our office from students and parents were con- 
nected in some way to the FFEL program, relating to late checks, 
lost checks, no checks, incorrect checks, ineligible cnecks, et cetera. 

The reported problems related not only to current borrowers, but 
also to borrowers who had entered repayment, problems with the 
collection agency, confusion as to the tiolder of the loan, servicing 
complaints, et cetera. The FFEL program had become the most 
labor intensive financial aid program in our Financial Aid Office. 

Under the FFEL program, we had to deal with hundreds of dif- 
ferent lenders, ranging fron.. small local credit unions with very lit- 
tle program sophistication all the way to large international banks, 
along with 50-plus guarantee agencies. 

Each of these lenders and each of these guarantee agencies has 
different policies and procedures. It's just the nature of the beast 
that they wish to be competitive and take different approaches. As 
a result, our office shelves were lined with thick policy manuals. 
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each from a different guarantor and each containing different poli- 
cics* 

Under the FFEL program, we were never able to counsel our stu- 
dents in-house as to the accurate status of their loan proceeds. In- 
stead, we were constantly having to call various lenders and guar- 
antors all across the country simply to determine the status of a 
student's loan or check. 

Members of my staff would typically spend one to two hours sim- 
ply trying to determine the loan/check status of only one student. 
Given the growing complexity of the FFEL program and the grow- 
ing frustration of our studentis and parents, we firmly believed that 
there had to be a better way in which to deliver loan funds to our 
population. 

Direct lending has indeed been the answer for Hope College and 
many other institutions. Having successfully implemented direct 
lending at our institution in 1994-1995, I would like to share the 
following program assessments with you: 

Hope College has received very positive responses from both 
its students and parents relative to the streamlined nature of 
direct lending. Compared to the paper intensive nature of the 
FFEL program, students are very pleased that one signature 
on one promissory note replaces waiting in line twice a year to 
sign their loan checks. Tne process is simple and very user 
friendly. 

Fund management and distribution is much easier under direct 
loans. Under the prior FFEL program, if a student for whom you 
had processed a loan did not enroll at your school, these loan dol- 
lars were considered student specific and had to be returned to the 
lender in question, even though that same institution might have 
50 other students eligible for those same loan funds. However, as 
a full origination direct lending school, we can simply reverse the 
loan credit on the account of the ineligible student and transfer 
those funds immediately to the account of an eligible student. 

As a result, hours of administrative labor and paperwork are 
saved. This simple concept of fund transferral is inherent to the di- 
rect lending model design, but is not possible under the current 
FFEL program due to the nature of the program's basic configura- 
tion involving multiple lenders. 

Students and parents have also been pleased in terms of how 
much more quickly they receive their loan funds. Under the FFEL, 
our students often had to wait four to six weeks to secure a loan 
check. We now have the ability to credit a student's account with 
his or her loan proceeds within as little as five minutes after secur- 
ing a signed note. 

The direct lending model is easily understood by our student and 
parent borrowers. Under the prior lender/guarantor model, we had 
to explain to the borrower the roles of the lender, the guarantor, 
the school, a servicing company, the Federal Government, the bor- 
rower, and the secondary market, and how their loan might be sold 
several times throughout the repayment process. 

Now under d rect lending, attention is focused solely on three en- 
tities, the student, the school and the Federal servicer. As a result, 
students are less confused by the process. Most importantly, we 
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can assure our students that under the direct lending program, 
their loans will never be sold. 

This is a very important feature of direct lending in that the sell- 
ing of loans and the changing of the loan holder have been closely 
linked to the potential for default. 

We have also found that there is less ^administrative burden for 
both our Financial Aid Office and our business office. The paper 
chase and accompanying liabilities of check handling are a thing of 
the past. One signed promissory note suffices for the full loan pe- 
riod. 

Our business office is very excited about direct lending, due to 
the significant reduction in administrative responsibilities for their 
office as compared to the FFEL program. As a result of this reduc- 
tion, they are better able to serve and direct their limited personnel 
resources to other areas of student service. 

I would note that some first-year institutions have reported that 
they have realized financial savings under direct lending, due to 
the program's labor efficiencies. This has allowed them to reduce 
the number of positions in their Financial Aid Office and/or busi- 
ness offices. 

There has also been an improved cash flow for both our students 
and the college. Students and parents feel that they are better 
served by the efficiency of the direct lending program in that they 
can more quickly access their loan funds. Our business office has 
experienced a marked improvement in our cash flow. This office is 
also very pleased to be relieved of the labor intensive burden of 
multiple check disbursements, saving us over 4,000 paper trans- 
actions annually. 

The repajonent process is much more easily understood by our 
students. One of the most attractive features of direct lending lies 
in the fact that the student will have one servicer and loan holder 
throughout the life of the loan, due to the fact that their loan will 
never be sold. 

I would have to contradict Mr. Gordon in the sense that, when 
we did discuss this with the Department of Education, they have 
indicated that to date they have collected approximately $8.4 mil- 
lion in direct loans. I believe they have also collected in that figure 
85,000 repayments in terms of actual pajonents. 

This has been serviced by the AFSA Corporation, which is a divi- 
sion of Fleet Bank. Our students and parents have been very 
pleased with the service and their interactions with the servicer, 
and we have not received any complaints to date about those inter- 
actions, which was, by no means, the case under the FFEL pro- 
gram. 

I would Doint to this as a joint venture between the U.S. Depart- 
ment of Education and AFSA Corporation, in that it demonstrates 
how the Federal Government is contracting successfully with pri- 
vate industry through the competitive bidding process. 

From our perspective, very simply, the key advantage is that of 
institutional control. Our Financial Aid Office now controls the en- 
tire loan process. It is no longer necessary to cut refund checks 
back and forth with a lender. If there is any problem with the loan 
amount throughout the loan period, we can simply adjust it in- 
house in an accurate and efficient manner. 
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It is no longer necescary for us to spend hours tracking on the 
loan status of a student. We simply access our direct lending soft- 
ware in the office to determine a student's loan status. We no 
longer struggle to comply with the various administrative policies 
and procedures of the various national guarantors and several hun- 
dred lenders. 

When Hope decided to participate in direct lending, we had little 
direct experience with the Department of Education in terms of 
computer software and electronic communication. At the outset, 
program detractors often advised me that Hope College simply did 
not have the ability to implement direct lending, and that smaller 
schools were handicapped in the area of technology. 

I am very pleased to report that the direct lending software was 
installed in our office with modest effort and has worked very effec- 
tively for my staff. I would also underscore that our interactions 
with the U.S. Department of Education and its contractors have 
been excellent throughout the entire implementation process. 
Whenever we had a problem or a question, we received very timely 
responses and effective problem resolution. 

Why has Hope College and almost 2,000 institutions nationally 
decided to participate in the Federal Direct Student Loan Program? 
Our only vested interest is that of securing the finest loan service 
for our students. In fact, I would stress with each Member of this 
committee that the most forthright and unbiased assessment of di- 
rect lending will come to you from the student borrowers them- 
selves and the participating financial aid professionals. 

These individuals are not concerned about the loss of their cor- 
porate profits. They are simply interested in securing the best qual- 
ity loan program for students. For Hope Colleg;e and these 2,000 
other institutions, the direct lending model delivers exactly what 
we needed, a user friendly loan system for our students which we 
can fully control. 

Proposals have been put forward to apply an artificial cap to the 
Federal Direct Student Loan Program, limiting the number of fu- 
ture participants. Rather than applying such a cap, I would urge 
you to support the concept of an open marketplace and to allow for 
institutional choice. 

For the first time that I can remember in my career as a practic- 
ing financial aid professional, the Congress has granted institu- 
tions a programmatic choice at the local level. We are actually able 
to decide which program best serves our students and our institu- 
tion. 

This choice worked extremely well for Hope College and 103 
other institutions in 1994-1995. Now almost 1,900 other institu- 
tions have exercised that local choice as well. 

All institutions should have the freedom to choose. Institutions 
are extremely sensitive to the happiness or displeasure of their stu- 
dents and parents. If any schools come to the conclusion that direct 
lending is not effectively serving their student customers, these 
schools will quickly vote with their feet and leave the program. 

Schools should have that option. In the same manner, they 
should also have the right to select the loan program of their choice 
and not be locked out as the result of a legislated cap. 



68 



I urge you to allow for open competition between the FFEL and 
FDSL programs, and let the market determine their success. This 
tjTJe of open competition is very healthy and will only serve to im- 
prove student loan service. There is great potential here for an ef- 
fective and successful student loan delivery system. 

It is my sincere hope that you will listen carefully to the message 
of the direct lending schools, and that you will support the concepts 
of an open marketplace and local choice. 

I thank you for this opportunity to make these comments and 
would be glad to respond to questions or provide further comment 
at a later date. Also, I would like to ask that it be entered into the 
record. I have with me a statement recently passed, a resolution 
by the National Association of Student Financial Aid Administra- 
tors, representing approximately 3,200 institutions nationally, in 
which they also urge an open marketplace. So I would like to" sub- 
mit that for the record. Thank you. 

Chairman Hoekstra. Thank you. 

[The prepared statement of Ms. Hooyman follows:] 
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Phyllis K. Hooyman 

Mr. Chairman, Members of the Committee, my name is Phyllis 
Hooyman. I am Director of Financial Aid at Hope College in Holland, 
Michigan. We arc very pleased to be one of the 104 institutions chosen to 
participate in the first year of the William D. Ford Federal Direct Loan 
Program. 

Hope College is a four year liberal arts college enrolling approximately 
2,800 students. Under the Federal Direct Student Loan (FDSL) Program in 
1994-95, we administered approximately $6.7 million in direct loans for 2,000 
borrowers (representing 71% of our students). Our repayment rate under the 
FFEL/FDSL Programs stands at 97%. 

I have worked within the financial aid profession for 17 years, am 
currently serving as an appomtee of Governor John Engler on the Michigan 
Higher Education Assistance Authority, am a member of the Board of Directors 
for the National Association of Student Financial Aid Administrators, and am a 
past president of the Michigan Student Financial Aid Association. 1 appreciate 
this opportimity to testify on behalf of the Federal Direct Student Loan 
Program. 

I would note that there are now over fifty Michigan institutions 
participating in direct lending. Within the four year public sector, 13 of our 15 
public universities (87%) are now direct lending institutions. Almost one third 
of our smaller independent colleges are direct lending institutions along with six 
of our community colleges and 25 of our proprietary institutions. On a national 
level, close to 2,000 institutions aj-e now accepted into the direct lending 
program. 

Neither Hope College nor these other institutions opted for direct lending 
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without serious deliberation. What were the greatest motivating factors for 
making such a major decision? Simply stated, we believed that the Federal 
Family Educatior.al Family Loan (FFEL) Program was seriously flawed and 
ready to collapse under its own weight. 

For our Financial Aid Office, the FFEL Program had become an 
administrative nightmare. Approximately eighty p^cent of the complaints 
received by our office from students and parents were connected in some way to 
the FFEL Program (late checks, lost checks, no checks, incorrect checks, 
ineligible checks, etc.) The reported problems related not only to current 
borrowers, but also to borrowers who had entered repayment (problems with the 
collection agency, confusion as to the holder of a loan, servicing complaints, 
etc.) The FFEL Program had become the most labor intensive financial aid 
program administered by our Financial Aid Office. 

Under the FFEL Program, we had to deal with hundreds of different 
lenders (ranging from small local credit unions with little program sophistication 
to large international banks) and fifty plus national guarantee agencies. Each 
of these lenders and guarantee agencies has different policies and procedures. 
As a result, our office shelves were lined with thick policy manuals, each from 
a different guarantor and each containing different policies. 

Under the FFEL Program, we were never able to counsel our students in- 
house as to the accurate status of their loan proceeds. Instead, we were 
constantly having to call various lenders and guarantors all across the country to 
determine the status of a student's loan or check. Members of my staff would 
typically spend one to two hours simply trying to determine the loan/check 
status of ONE student. Given the growing complexity of the FFEL Program 
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and the growing frustration of our students and parents, we finnly believed that 
there had to be a better way in which to deliver loan funds to students. 

Direct lending has been the answer for Hope College and many other 
institutions. Having successfully implemented direct lending at our institution in 
1994-95, I would like to share the following program assessments with you: 

Hope College has received very positive responses from both its 
students and parents relative to the streamlined nature of direct lending. 
Compared to the paper intensive nature of the FFEL Program, students are very 
pleased that one signature on the Promissory Note replaces waiting in line twice 
a year to sign their loan checks. The process is simple and user friendly. 

Fund management and distribution is much ssisier under direct 
lending. Under the prior FFEL Program, if a student for whom you had 
processed a loan did not emoll at your school, these loan dollars were 
considered student specific and had to be returned to the lender in question 
(even though the institution might have fifty other students eligible for those 
same loan fiinds'* However, as a full origination direct lending school, we can 
simply reverse the loan credit on the account of an ineligible student and 
immediately credit those dollars to the account of another eligible student. As a 
result, hours of administrative labor and paperwork are saved. This simple 
concept of fimd transferra' is inherent to the direct lending model design but is 
not possible under the FFEL program due to the nature of the program's basic 
configuration involving multiple lenders. 

Students and parents have also been pleased in terms of how much more 
quickly they receive their loan funds. Under the FFEL Program, our students 
often had to wait four to six weeks to secure their loan funds. We now have 
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the ability to credit a student's account with his/her loan proceeds within as 
little as five minutes after securing a signed note. 

The direct lending model is easily understood by our student and 
parent borrowers. Under the prior lender/guarantor model, we had to explain 
to the borrower the roles of the lender, the guarantor, the school, a servicing 
company, the federal government, the borrower, and the secondary market (and 
how their loan might be sold several times throughout their repayment period.) 
Now, under direct lending, attention is focussed solely on the student, the 
school, and the federal servicer. As a result, students are less confused by 
the process. Most importantly, we cau assure our students that, under the 
direct lending program, their loans will never be sold. This is a very 
important feature of direct lending in that the selling of loans and the changing 
of the loan holder have been closely linked to the potential for default. 

We have also found that there is less administrative burden for both our 
Financial Aid Office and our Business Office. The paper chase and 
accompanying liabilities of check handling are a thing of the past. One signed 
promissory note suffices for the foil loan period. Our Business Office is ver>' 
excited about direct lending due to the significant reduction in administrative 
responsibilities for their office as compared to the FFEL Program. As a result 
of this reduction, they are better able to direct their limited personnel resources 
to other areas of student service. I would note that some first year institutions 
have reported that they have realized financial savings under direct lending due 
to the program's labor efTiciencies. This has allowed them to reduce the 
number of positions in their Financial Aid and/or Business Offices. 

There has been an improved cash flow for both our students and the 
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college. Students anil parents feel that ihey are better berved by the efficiency 
of the direct lending program in that they can more quickly access their loan 
funds. Our Business Office has experienced a marked improvement in our cash 
flow. This office is also very pleased to be relieved of the labor intensive 
burden of multiple check disbursements (saviiig over 4.000 transactions per 
year.) 

The repayment process is much more easily understood by our 
students. One of most attractive features of direct lending lies in the fact that 
the student will have ONE servicer/loan holder throughout the life of 
his/her loan due to the fact that their loan will never be sold. Nationally, 
over $8.4 ni-llion worth of direct loans have already entered repayment and 
have been serviced by AFSA Corporation (a division of Fleet Bank). Olt 
students and parents have been very pleased wit'i their interactions with the 
servicer and we have not received any complaints to date (which was by no 
means the case witli the FFEL Program). This joint venture between the U.S. 
Department of Education and AFSA Corporation demonstrates how the federal 
government is contracting successfully with private industry through the 
competitive bidding process. 

From our perspective, the key advantage is simply that of institutional 
control. Our Financial Aid Office now controls the entire loan process. It is 
no longer necessary to cut refund checks back and forth with a lender. If there 
is any problem with the loan amount throughout the loan period, we can simply 
adjust it in-house in an c-curate and efficient manner. It is no longer necessary 
for us to spend hours tracking on tfie loan status of a suident. We simply access 
our direct lending software to determine a suident's loan status. We no longer 
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struggle to comply with the various administrative policies and procedures of 
the various national guarantors and several hundred lenders. 

When Hope College decided to participate in direct lending, we had little 
direct experience with the Department of Education in terms of computer 
software and electronic communication. At the outset, program detractors often 
advised me that Hope College did not have the ability to implement direct 
lending and that smaller schools were handicapped in the area of technology. I 
am very pleased to report that the direct lending software was installed in our 
otTice with modest effort and has worked very effectively for my staff. I 
would also underscore that our interactions with the U.S. Department of 
Education and its contractors have been excellent throughout the entire 
implementation process. Whenever we had a question or encountered a 
problem, we received very timely responses and effective problem resolution. 

Why have Hope College and almost 2,000 institutions nationally decided 
to participate in the Federal Direct Student Loan Program? Our only vested 
interest is that of securing the finest loan service for our students. In fact, I 
would stress with each member of this committee that the most forthright and 
unbiased assessment of direct lending will come to you from the student 
borrowers themselves and the participating financial aid professionals. These 
indivi.iuals are not concerned about the loss of corporate profits; they are simply 
interested in securing the best quality loan program for students. For Hope 
College and these 2.000 other institutions, the direct lending model delivers 
exactly what we needed -- a user friendly loan system for our students which 
we can fully control. 

Proposals have been put forward to apply an artificial cap to the Federal 
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Direct Student Loan Program, limiting the number of fiiture participants. 
Rather than applying such a cap, I would urge you to support the concept of an 
open marketplace and to allow for institutional choice. For the first time ttiat I 
can remember in my career as a practicing financial aid professional, the 
congress has granted institutions a programmatic choice at the local level. We 
are actually able to decide which program best serves our students and our 
institution. This choice worked extremely well for Hope College and 103 other 
institutions in 1994-95. Now, almost 1,900 other institutions have exercised that 
local choice as well. 

All institutions should have the freedom to choose. Institutions are 
extremely sensitive to the happiness or displeasure of their students and parents. 
If any schools come to the conclusion that direct lending is not effectively 
serving their student customers, these schools will quickly vote with their feet 
and leave the program. Schools should have that option. In the same manner, 
they should also have the right to select the loan program of their choice and 
not be locked out as the result of a legislated cap. 

I urge you to allow for open competition between the FFEL and FDSL 
Programs and let the market determine their success. This type of open 
competition is very healthy and will only serve to improve student loan service. 
There is great potential here for an effective and successful student loan delivery 
system. It is my sincere hope that you will listen carefully to the message of 
the direct lending schools and that you will support the concepts of an open 
marketplace and local choice. 

I thank you for the opportunity to make these comments and would be 
glad to respond to questions or provide further comment at a later date. 



76 



Mr. HoEKSTRA. Dr. Ryan. 

STATEMENT OF DIANE RYAN, DIRECTOR OF FINANCIAL AID, 
CALIFORNIA STATE UNIVERSITY, NORTHRIDGE 

Ms. Ryan. Thank you, Mr. Chairman. As a financial aid adminis- 
trator with 20 years of experience in delivering student financial 
aid, I know a great deal about student loans. I nave conducted re- 
search on student loan repayments and defaults and, over the 
course of my career, I have processed some 85,000 loans at the 
State universities in California where I have worked. 

During that time, student loans became big business, and that 
business was in dire need of reform, reform that has centered 
largely around one theme: Simplification. 

In the name of reform, however, the acrimonious debate over stu- 
dent loans has raged on with the allegorical pitting of the profiteer- 
ing middlemen of the banking industry against the entrenched bu- 
reaucrats of the government. It has been difficult to sort out the 
fact from the fiction, the truth from the hype, the cost from the 
savings, and the current political climate has only. intensified com- 
peting ideologies. 

As a financial aid director, I believe that student need is the 
overarching umbrella under which all other issues should fall in 
this debate, and students should be the beneficiaries of this reform. 

There are many ways to reform student loans, and one of them 
was the Federal Direct Student Loan Program, which was based on 
the solid notion of eliminating the complexities of borrowing for col- 
lege. Dedicated financial aid people, colleagues I respect enor- 
mously, set out to create a program that worked for students and 
for schools. Direct loans resulted from this vision. 

I might add that the lack of responsiveness by many of the play- 
ers in the Federal Family Education Loan Programs, the banks, 
the regulators, the secondary markets, the guarantee agencies, col- 
lection entities, and the like, provided much of the impetus for di- 
rect loans as well. 

Direct loans, from all appearances, have resolved many of the 
front end problems that plagued the FFELP. The Department of 
Education has demonstrated an unparalleled level of support to the 
program and has committed the resources necessary to make it 
work for the participating schools. This has been good for students 
and good for schools. However, direct loans are not the only method 
by which borrowing can be simplified and improved with similar 
benefits. 

Because of direct loans, the lending community sat up and took 
notice. Fueled in part by the very competition posed by direct gov- 
ernment lending programs, lenders have become far more sensitive 
to the demands of the marketplace and are tiying to meet the 
needs of students and schools in new and creative ways. 

For some of us, the option of having Federal Family Education 
Loans financed through banks and other financial institutions re- 
mains an :tive one. I am glad that educational institutions 
still have a choice on financing options to offer students. 

At my campus, because we were in the throes of recovering from 
the massive damages of the Northridge earthquake, moving to a 
completely new system of student borrowing through direct loans 
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did not seem feasible, and we opted, with the help of a consortium 
of lenders and the ELM resources, in conjunction with the Califor- 
nia Student Aid Commission, to remain in the FFELP program and 
work toward its improvement. This has worked extremely well for 
us. 

We now process our 7,000 annual student loan volume very dif- 
ferently than we did in the past. I believe that our best chance for 
continued success in that regard is to take advantage of innova- 
tions offered by private enterprise in partnership with the public 
sector. ELM and other entities like it continue to work to make 
such innovations a reality. 

We have an obligation to keep pace with the technologies that 
our student consumers have come to demand and that we can offer 
now, innovations in the way in which students apply for aid and 
the way in which we move and validate required data. Enormous 
efficiencies can be realized through the technological innovations 
offered by private enterprise, and we must remove the regulatory 
impediments to such innovations. 

Our new FFELP process at Northridge represents an enormous 
improvement in processing steps and time to delivery of aid. My 
students can stay with the banks with which thev have done prior 
student loan business. I like the fact that my students borrow from 
lending institutions and that they establish a banking relationship 
in this way. 

Lenders come to my campus and assist with the counseling of 
borrowers on credit obligations and repayment information. The 
student borrower relationship with the lender is something that I 
view as positive. It teaches a borrower about borrowing. 

From my perspective, this is a greatly simplified FFELP process 
and has made student loan processing a Vi^ry different animal than 
it was a few years ago. I believe it is only the beginning of what 
can be done to improve student loan delivery. 

Some would argue that the Department of Education is the best 
entity for making student loans and that it should be ready to han- 
dle all of the Nation's loan volume. Others hold a few that the 
FFELP is so structurally flawed that it has to be scrapped. Neither 
position should be absolute. 

I've seen problems in the student loan program, and I have seen 
thoughtful and collaborative solutions being offered. I believe that 
competition in student lending is a good thing, and the result has 
been a greatly improved level of service, responsiveness, account- 
ability from both the public and the private student loan makers, 
and a continuation of this innovative spirit can only serve to im- 
prove student loans overall. Thank you. 

[The prepared statement of Ms. Ryan follows:] 
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Testimony for the Committee on Economic and Educational Opportunities 
Subcommittee on Oversight and Investigations 
U.S. House of Representatives 
Washington D.C. 

May 23, 1995 

L. Diane Ryan. Ph.D. 

Director of Financial Aid 

California State University Northridge 

Summary 

Money for financing college now comes largely from student loans 
resulting in a growth in loan volume and complexity which has been 
significant. The need for reform in the student loan industry has been 
acute and debate on student loans rages on. Central to the debate has been 
the theme of simplification. The ways in which loans can be processed and 
delivered have changed dramatically in recent years and new methods for 
student loan application and delivery are being developed. 

Federal Direct Loans have met with success in meeting the front-end 
processing needs of students and schools. Other private sector initiatives 
have also come to the fore which are showing enormous promise in 
achieving similar objectives of simplification with new efficiencies. 

California State University Northridge has been selected to participate in 
the Direct Lending Program but has elected to delay implementation 
pending a determination of the best, continued lending option for the 
campus. Northridge has opted to continue participation in the Federal 
Family Education Loan Program because of services obtained through a 
cjnsortium of lenders (Education Loan Managtment Resources) which 
offers many of the same benefits of Direct Lending, but has not required a 
campus conversion to an entirely new loan program. 

Competition in the student loan industry between the private capital 
providers and government funded loans has been beneficial. It has 
improved service, responsiveness and accountability from both private and 
public loan makers. A continuation of the public/ private partnership 
focused on innovation, technological improvements, standardization and 
continued simplification is warranted. This approach would offer students 
and schools a choice of alternatives for borrowing, providing desirable 
options for long-term education financing. 
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Testimony for the Committee on Economic and Educational Opportunities 
Subcommittee on Oversight and Investigations 
U.S. House of Representatives 
Washington D.C. 

. May 23, 1995 

L. Diane Ryan. Ph.D. 

Director of Financial Aid 

California State University Northridge 

As a financial aid administrator with twenty years of experience in 
delivering student financial aid, I know a great deal about student loans. I 
have conducted research on student loan repayments and defaults and, over 
the course of my career, I have processed some 85,000 loans at the state 
universities in California where I have worked. Student loans have become 
the primary funding vehicle for college--not a trend that we in the financial 
aid community consider to be a healthy one. However, because of 
declining grant support for college students, student loans have become big 
business. That "business" became incredibly complicated and was in dire 
need of reform-reform that has centered largely around one theme: 
simplification. 

In the name of reform, however, the acrimonious debate over student loans 
has raged on with the allegorical pitting of the "profiteering middlemen" of 
the banking industry against the "entrenched bureaucrats" of the 
government. It has been difficult to sort out the fact from the fiction, the 
truth from the hype, the costs from the savings; and the current political 
climate has only intensified competing ideologies. As a financial aid 
director. I believe that student need is the overarching umbrella under 
which all other issues should fall in this debate. 

When it became apparent that the financial needs of our nation's college 
students were not being adequately addressed under the Federal Family 
Education Loan Programs (FFELP loans were called "guaranteed student 
loans" in years gone by), reform became the rallying cry. There are many 
ways to reform student loans. One of them-a government-based solution- 
is the Federal Direct Student Loan Program. 

The Direct Loan program was based on the solid notion of eliminating the 
complexities of borrowing for college. Dedicated financial aid people, 
colleagues I respect enormously, set about to create a program that worked 
for students and for schools. Direct Loans resulted from this vision. I 
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might add that the lack of responsiveness by many of the players in the 
Federal Family Education Loan Programs--the banks, the regulators, the 
secondary markets, the guaranty agencies, collection entities, and the like- 
provided much of the impetus for Direct Loans as well. 

Direct Loans, from all appearances, have resolved many of the front-end 
problems that have plagued the FFELP. The Department of Education has 
demonstrated an unparalleled level of support to the program and has 
committed the resources necessary to make it work for the participating 
schools. This has been good for students and good for schools. However, 
Direct Loans; are not the only method by which borrowing can be 
simplified and improved with similar benefits. 

Because of Direct Loans, the lending community "sat up and took notice." 
Fueled, in part, by the very competition posed by direct government 
lending programs, lenders have become far more sensitive to the demands 
of the market place and are trying to meet the needs of students and schools 
in new ahd creative ways. For some of us, the option of having Federal 
Family Education Loans financed through banks and other financial 
institutions remains an attractive one. For example, the private sector is 
able to offer repayment incentives not available through Direct Lending. 1 
am glad that educational institutions still have a choice on financing options 
to offer students. 

My campus had the option of participating in the Direct Loan Program in 
its second year and we are still on the list of year three schools. Because 
we were in the throes of recovering from the massive damages of the 
Northridge earthquake, moving to a completely new system of student 
borrowing through Diroct Loans did not seem feasible and we elected not 
to participate. However, using the established loan system and including 
loans in a student's financial aid award "package" in the same way that 
Direct Loans were processed wax feasible. With the help of the lending 
community and ELM Resources (Education Loan Management), we opted 
to remain in the FFELP program and work toward the improvement of its 
delivery at my campus. This has worked extremely well for us. 

Like many campuses, we formerly used a completely separate processing 
cycle for the "regular" financial aid programs-Perkins loans. Work Study, 
and Federal Grants--and then we processed the "bank loans." It became 
apparent that this kind of bifurcated processing was not only detrimental to 
departmental efficiency, out it posed enormous impediments to the timely 
delivery of actual dollars to students. Other impediments were imposed by 
burdensome regulatory requirements and the cumbersome nature of the 



81 



loan process itself. Loan processing is now done in a dramatically 
different way at my campus and I hope that it will be possible in the near 
future to make even more dramatic changes to the way in which my 
students can apply for aid, be evaluated for eligibility, and be funded. 

At Northridge, we have gone from a completely paper loan processing 
environment to one which is nearly paper-free. While we will not be able 
to move into a completely electronic environment--from the application for 
aid through direct deposit into student bank accounts--we now process our 
7,000 annual student loan volume very differently than we did in the past. 
1 have been grateful for support that ELM has extended and appreciate the 
effort to continue to find ways to improve our process. I believe that our 
best chance for success in that regard is to take advantage of innovations 
offered by private enterprise in partnership with the public sector. ELM 
and other entities like it, continue to work to make such innovations a 
reality. 

The full implementation of the ELM project as originally envisioned would 
address many of the front-end needs for students and schools in application 
processing. I would like to use a customized computer disk or an on-line 
application protocol for my incoming first-time freshmen application 
processing. I could tailor this to fit my unique institutional needs and still 
incorporate the mandatory data elements required by the Department of 
Education in its Free Application for Federal Student Aid (FAFSA) form. 

The Department of Education has made it clear that the only allowable 
application form for student aid programs is the paper FAFSA form which 
they have approved. Electronic applications would greatly simplify 
processing. ELM has developed such an "application of the future" on a 
computer disk, but it is not an "allowable" form according to current 
statute and cannot be put into use. The Department of Education is 
developing similar technology although it has not been released. I hope 
that efforts in this area-from some sector-public, private, or from an 
entrepreneurial partnership of the two-will bear fruit soon. 

We have an obligation to keep pace with the technologies that our student 
consumers have come to demand and that we can offer-now-innovations 
in the way in which students apply for aid and the way in which we move 
and validate required data. Enormous efficiencies can be realized through 
the technological innovations offered by private enterprise. There are still 
regulatory impediments to such innovations. In the interim, and absent a 
change in the law on electronic application means, FFELP loans must 
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continue the paper application process and generate separate loan 
application requests. 

There is "good news," however, in other aspects on the loan processing 
front. Our new FFELP process represents an enormous improvement in 
processing steps and time-to-delivery of aid. The processing system relies 
on ELM as a service bureau for loan application processing. My students 
can stay with the banks with which they have done prior student loan 
business. I like the fact that my students borrow from lending institutions 
and that they establish a banking relationship in this w;'v. Lenders come to 
my campus and assist with the counseling of borrowers on credit 
obligations and repayment information. The student borrower relationship 
with the lender is something that I view as positive. It teaches a borrower 
about borrowing. 

From an administrative standpoint, however, the multiplicity of lenders 
had been problematic. Here is where ELM Resources has made some 
wonderful innovations and greatly simplified the student loan process 
through standardization. From the school perspective, the ELM system 
makes the lenders nearly "transparent" to me. I deal with one primary 
entity: the ELM service bureau. The overwhelming majority of my 
student borrowers are currently dealing with lenders who are in the ELM 
group. However, even for those who borrow outside the ELM group, the 
processing can be greatly automated and standardized. 

The application data-with the borrower's lender of choice-is 
electronically shipped from my school to our service bureau which 
transmits to the lender and guaranty agency. The promissory note process 
remains within the purview of the lender-not the school. This appeals to 
me. Although there are no significant school liability issues presented in 
the Direct Loan promissory note process, there are none in the FFELP 
program. Additionally, we can track the complete progress of the loan 
through the ELM loan status system and the loan process is fully integrated 
with all other Title IV financial aid processing. 

The creation of student loan checks is ^olded into our other aid processing 
which permits the necessary unit-load checking, holding of checks for 
other compliance-related reasons, and the use of funds-upon student 
request-to pay for their educationally-related expenses. A central 
disbursement agent processes all loan proceeds via electronic funds transfer 
to our student accounting system and handles all cancellation, refund, and 
reconciliation activities with the lenders. From the school perspective, this 
is a greatly simplified FFELP process and has made student loan processing 
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a very different animal than it was a few years ago. I believe it is only the 
beginning on what can be done to improve student loan delivery. 

Some would argue that the Department of Education is the best entity for 
making student loans and that it should be readied to handle all of the 
nation's student loan volume. Others hold the view that the FFELP is so 
structurally flawed that it has to be scrapped. Perhaps neitlier position 
should be absolute. I have seen problems in the student loan program and I 
have also seen thoughtful and collaborative solutions being offered. I 
believe that competition in student lending is a good thing and the result has 
been a greatly improved level of service, responsiveness, and accountability 
from both the public and private student loan makers. A continuation of 
this innovative spirit can only serve to improve student loans overall. 

To conclude, what we are doing at Northridge can be accomplished at 
other campuses with a desire to simplify their FFELP processing. The 
ELM project has folded the processing of those "bank loans" completely 
into the routine processing of our Title IV and other institutional aid 
programs with the same kind of simplicity envisioned by Direct Lending. 
Although there has been a decided change in the method of doing business, 
it has left the "business" intact with no disruption to my student borrowers. 
And it has brought me the best of what the lending community can do when 
it combines forces to offer a new initiative: a student loan product that is 
being developed and delivered according to the needs of my department 
and the students I serve. 

Finally, if I find that I am not happy with the service of ELM, or if they do 
not stay competitive and responsive to my needs, I have the option of 
tenninating my relationship with that service bureau and seeking better 
alternatives for my students. 1 like having a choice and keeping my options 
open. 

Thank you. 
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Chairman Hoekstra. Ms. Fawthrop. 

STATEMENT OF LYNN FAWTHROP, DIRECTOR OF FINANCIAL 

AID, ROGER WILLIAMS COLLEGE 
Ms. Fawthrop. Thank you, Congressman Hoekstra and Mem- 
ber^ of the subcommittee for this opportunity to share our commit- 
tee s observations on the operation of the Ford Federal Direct Loan 
Program. 

A created by Congress in the Higher Education 

Act of 1986 to provide an independent source of advice and counsel 
to Congress and the Secretary. Our most recent focus results from 
the Education amendments of 1992 when Congress asked our com- 
mittee to study simplifying the Federal Family Education Loan 
Program. 

In 1993 OBRA conferees directed our committee to monitor and 
evaluate implementation of direct loans and the effects of modifica- 
tions in FFEL as well. We have monitored the programs for over 
21 months and submitted a report to Congress last August. Since 
then, we have held hearings on both programs. 

I'd like to preface my remarks about the operation of direct loans 
with a broad observation about the loan programs in general. Our 
committee believes that either loan program, FFEL or direct loans 
or a well structured hybrid can serve students and institutions well 
if It IS properly designed and managed. We have not, and will not, 
take a position on which program should prevail or whether both 
should. 

The key issue for our committee is making either or both pro- 
grams work. By that, I mean ensuring that they meet the needs 
of students and institutions, while maintaining integrity and ac- 
countability. 

Let me share some personal experiences with you. My institu- 
tion, Roger Williams University, is a direct lending school. I must 
tell you that the direct loan program has worked relatively well at 
Roger Williams. There have been operational glitches, to be sure, 
pnmanly relating to software and systems. However, the direct 
loan program solves problems for me and my students that the cur- 
rent FFEL program does not. 

Indeed, we chose to participate in direct loans partly because we 
had lost patience that the FFEL program could resolve longstand- 
ing problems of complexity and burden. 

An Advisory Committee report to Congress in April 1993 docu- 
mented the problems of complexities and inefficiencies in FFEL 
My experience with the direct loan program at Roger Williams Uni- 
versity mirrors that of our committee, that our committee has 
^ound m our loan evaluation study at the m^ority of participating 

As we stPted in our letter to Senator Jefibrds, direct lending is 
a feasible program with many desirable features for both students 
and institutions. Program operation in the first year was relatively 
smooth up to reconciliation, and the Department has shown the 
ability to manage the new program. 

Having said that, I must add that our study found several oper- 
ational problems that might be associated with the start-up of the 
new program. Most involved system and software problems. They 
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are not fatal, by any means, and can be addressed through proper 
management. Two problems, however, merit attention. 

First, because of the decision by direct lending managers to allow 
institutions flexibility in reporting, it is not possible to prevent 
multiple loans, tie cash drawdowns to actual disbursement data, or 
to easily reconcile institutional accounts in a timely manner. 

While the Department of Education has announced plans to ad- 
dress these problems in the long run system development effort, 
our committee is concerned that there is no short run contingency 
plan, if this long run effort stalls or perhaps fails, as occurs so 
often in both private and public sector. 

Second, it appears that a large number of schools with question- 
able default records or unreliaole data will be allowed to partici- 
pate in year two. Our committee felt this was an unfortunate deci- 
sion that gained the program little, if anything. Our point is not 
that high default schools which are eligible to participate in FFEL 
should be excluded from direct lending. The issue is that direct 
lending has an income contingent repayment option that might be 
used by problem schools to hide lack of quality in educational pro- 
gramming. 

In our judgment, the Department of Education has not thought 
through how such schools would be tracked and how their perform- 
ance would be measured if large numbers of their students were 
encouraged to choose income contingent repayment option. Finally, 
let me say, even with regard to these two issues, the Department 
of Education can take the initiative and move quickly to minimize 
the problems. 

I want to close by stating that the operational problems in the 
first year of direct lending must be judged against a backdrop of 
an overly complex and inefficient FFEL program, and that little 
would be gained if start-up problems in direct loans are used as a 
justification for limiting the direct loan progi-am without address- 
ing major problems in FFEL. 

Once again, I thank you for the opportunity vo testify, and I'll be 
happy to answer any questions. 

Chairman Hoekstra. Thank you. 

[The prepared statement of Ms. Fawthrop follows:] 
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LYNN M. FAWTHROP, CHAIRPERSON 

ADVISORY COMMITTEE ON STUDENT FINANCIAL ASSISTANCE 

Thank you, Mr Chairman, and members of the Subcommittee for this opportunity to 
share our Committee's observations on the administration of the Ford Federal Direct 
Loan Program (FDLP). My name is Lynn Fawthrop, Director of Financial Aid at Roger 
Williams University in Bristol, Rhode Island. I am representing the Advisory Committee 
on Student Financial Assistance, of which I have been Chairperson since Januajy 1993. 
The Advisory Committee was created by Congress in the Higher Education Amendments 
of 1986, to provide an independent source of advice and counsel to both the Congress 
and the Secretary of Education on student aid policy. 

Congress originally defined its purpose in statute: to provide extensive knowledge and 
understanding of federal, state, and institutional programs of postsecondary student 
assistance; to provide technical expertise with regard to s>-stems of need analysis and 
application forms; and to make recommendations that will result in maintenance of 
access to postsecondary education for low- and middle-income students. The Advisory 
Committee's structure reflects the diversity of the contemporary financial aid community. 
College presidents, financial aid administrators, educational association executives, bank 
officers, guaranty agency executives, state higher education officials, and students have 
served on the Committee. Members are appointed by the leaders of the United States 
Senate, the House of Representatives, and the Secretary of Education on the basis of 
technical expertise and knowledge of student aid and educational policy. The eleven 
members serve in staggered terms of three years. 

Our focus over the last three years results from the Education Amendments of 1992 
when Congress required our Committee to study simplifying the Federal Family 
Education Loan Program (FFELP). In the attached April 1993 report to the Congress, 
entitled "Student Loan Program Simplification: Interim Recommendations," the 
Committee recommended radical restructuring of the FFELP to overcome what our 
Committee found to be unacceptable complexity and inefficiency in that program. The 
Committee identified six sources of complexity, including: 

• Multiple, overlapping loan programs exist, none of which have sufficient annual 
limits to discourage multiple program borrowing. 

• Terms and conditions conflict among the loan programs. 

• The programs operate under burdensome legislative and regulatory requirements, 
most of which have been created to control program costs and default rates. 

• Lender and guarantor policies are inconsistent. 

• Loan processes and forms are not standard. 

• The existing data and network infrastructure is insufficient. 

Broad agreement existed in the higher education and loan community for addressing 
these serious flaws in the program. The Committee recommended several steps to 
address this complexity: 

• streamlining and standardizing the loan programs; 

• reducing the number of loan programs; 



FRIC 



.41 



87 



• reducing the number of agencies and lenders; 

• providing borrower refinancing options; 

• using the FAFSA as the loan application; and 

• integrating FFELP delivery into the broader Title IV delivery system. 

In respon.-e to a request from Senator Pell, we also included in our July 1993 final report 
a complete set of recommendations on how a direct loan program should be structured, 
since Congress was considering full-scale implementation of direct lending at that time. 
Congress implemented most of the Committee's FDLP recommendations. However, 
most recommendations for the FFELP, perhaps the most difficult, have not been 
addressed. 

In August 1993, OBRA conferees also directed our Committee to advise the Congress 
and Secretary on both the implementation of the FDLP and the effects of modifications 
in the FFELP as well. We have monitored both programs for over 21 months, held a 
direct lending hearing in November 1994 and an FFELP hearing in April 1995. The 
Committee's first annual evaluation report, "Implementation of the Federal Direct 
Student Loan Program and Modification to the Federal Family Education Loan 
Program," submitted in August 1994 is attached. 

I mention this brief history today for two reasons. First, since 1992, the Congress has 
looked to our Committee for advice on student loan programs generally and, accordingly 
it has been one of our highest priorities. Second, we want the Subcommittee to 
understand the full context in which our comments will be made today. 

Either the FFELP or FDLP can serve students and institutions well if they arc properly 
designed and operated. And, both programs can be improved dramatically by 
elimination of structural deficiencies in the overall system that delivers student aid. 

Our Committee will deliver a full report late this summer that will reiterate and update 
the changes in both programs that are required for each to serve students and 
institutions well. Our Committee has not and will not take a position on which program 
should prevail-or whether both should. However, as in the past, we will continue to 
recommend those changes that are required to ensure efficiency and integrity in either, 
both or a hybrid if that is the decision of Congress. 

Having provided those introductory remarks, let me now turn to the issues to be 
addressed today. About two months ago, on March 17, 1995, our Committee responded 
to a request from Senators Jeffords and Kassebaum in preparation for a hearing. Theii 
question concerned issues of accountability and quality in the FDLP. Let me summarize 
the points in our response which we are submitting today as part of the written record. 
In addition, we provided brief observations concerning the overall operation of the 
FDLP. 
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OVERALL ASSESSMENT 

I would like to provide three observations with regard to our assessment of the FDLP to 
date based in part on feedback from institutions that testified at the Committee's 
November hearing: 

• First, our loan study to date has found the FDLP to be a feasible program with 
desirable advantages to institutions und students. 

• Second, implementation and program operation have been relatively smooth up to 
reconciliation. 

• Third, the Department of Education (ED) in general has shown both the ability 
and commitment to manage the program. 

I can attest personally to each of these because my in.,titution, Roger Williams, is a 
direct lending institution. Having stated that, however, it is the Committee's perception 
that there are impcrtant shortcomings that need to be acidressed to ensure efficiency, 
accountability, aad integrity. Our March 17 letter to Senators Jeffords and Kassebaum 
contains specific recommeno-tions in each of these areas and is part of our written 
testimony. 

ADMINISTRATIVE ACCOUNTABlLITy 

In the area of institutional accountability, the student aid del-very system as it exists 
today cannot support critical functions for maintaining program-by-program 
accountability, quality and integrity. This structural deficiency affects all programs, not 
just FDLP. 

In a letter to Secretary Riley on June 15, 1994, (attached), our Committee noted that the 
student aid delivery system could not prevent multiple awards, tie cash drawdown to data 
in the system, or reconcile accounts adequately. These are al" fijnctions taken for 
granted in most large data processing and financial systems. We recommended in that 
letter that ED move quickly to revise the Central Processing System (CPS) Request For 
Proposal (RFP) to eliminate this deficiency. This contract provided a unique opportunity 
to make interim changes that could address key shortcomings virtually immediately, 
rather than awaiting full system redesign, requiring three to five years. However, on 
August 18, 1994, we received a response from Leo Komfeld, Deputy Assistant Secretary, 
stating that since the CPS recompetion had no bearing on these issues, no changes would 
be made to the RFP. Failure to make interim changes to the CPS RFP and complete 
the necessary system modifications means that ED must either use costly task orders 
and contract charge order vehicles to address these problems in the short run or wait 
years for broader system changes in the nearly dozen .systems and databases currently 
making up the Title IV delivery system. 
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We further noted this deficiency in a letter to Congressman Goodling on October 31, 
1994, and its negative effect on FDLP. In that letter, we recommended that ED 
encourage institutions to report disbursement'; early--a step that would not only minimize 
the potential for multiple loans but would have also avoided most of the well-known 
problems encountered in reconciliation this year. This recommendation also went 
unheeded. 

In addition to this structural deficiency in delivery and failure to encourage institutions to 
report early, in the first year of FDLP implementation there have been problems in 
software and systems design that have made reconciliation in FDLP an unnecessarily 
slow and difficult process. We are prepared to discuss how structural deficiencies in 
delivery and these factors interact, if you should decide to do so. 

INSTITUTIONAL QUALITY 

In the area of institutional quality, it appears that a number of institutions that will 
participate in FDLP tiiis year have either very high default rate histories or no history al 
all. The exact numbers have been provided in our March 17 letter to Senator Jeffords 
and Kassebaum. I especially want to stress one point: our estimates did not include 
institutions that are exempted by statute from default rate triggers. 

The inclusion of some high defauh schools would not be a major problem. However, 
our Committee is not aware of the development of measures of institutional quality in 
FDLP that serve the same functions as default rate measures in FFELP. This is 
especially troubling in the face of announced plans to use income contingent repayment 
(ICR) to reduce defaults and the apparent lack of any plans to monitor high default 
schools' performances in FDLP. 

With regard to our preliminary findings on both reconciliation and institutional selection, 
I must state that it has been extraordinarily difficult to get information from ED. 
Several requests have gone completely unheeded. 

SUMMARY 

The Advisory Committee urges Members to focus on improvements necessary in both 
loan programs. The FDLP has been remarkably successful in its first months of 
operation in spite of the problems identified above. The FDLP institutional origination 
process has eliminated some of the most daunting problems with the FFELP that the 
Committee identified in the Loan Simplification Study. Yet, improvements in ED 
management of the program and FDLP systems and operations are clearly required. 

Congress initiated important changes and the loan industry has made impressive efforts 
to reform the FFELP, which has resulted in service improvements for students and 
institutions. However, the agenda for structural reform outlined in the Committee's 1993 
Loan Simplification Report remains to be fulfilled and some of the most difficult and 
divisive problems must be confronted Significant efforts are required to address the 
needs of students and institutions in that program. 
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Advisory Committee on Student Financial Assistance 

June 15. 1994 



The Honorable Richard W. Riley 
Secretary 

U^. Department of Education 
400 Maryland Avenue, S.W. 
Washington. D.C. 20202-0100 

Dear Mr. Secretary: 

I am writing on behalf of each of our members about a matter of great importance to 
the Department of Education (ED), the Congress, and the er,tire postsecondaty 
education coramum'ty. A singular opportunity exists to use upcoming procurements to 
restructure the systems that deliver Title IV student aid--to make them more efficient 
and ensure program integrity. The benefits to all parties are truly substantial and can 
be achieved without a significant increase in the costs of delivering federal funds to 
needy students. However, it appeare that this opportunity may be squandered in a 
beadiong rush to recompete casting contracts. We are recommending that you direct 
ED staff to carefully reconsider the long-run implications of their procurement strategy. 

ED has issued draft requests for proposals (RFPs) for major contracts that support 
appUcation, processing, and disbursement of Title IV funds. The structure of these 
RFPs wiU determine the capabilities and shortcomings of the student aid deUvety 
system into the next centuty. Relatively modest modifications in these RFPs and 
resulting contracts can produce dramatic improvements in performance, efficiency, 
integrity, and cash management. Unfortunately, our initial assessment suggests that 
these systems will remain essentially unchanged for the rest of the decade. 

In 1986. Congress charged the Advisory Committee to monitor delivety on an ongoing 
basis and make recommendations for improvement. We have just completed a year- 
long study of the systems and processes involved and have identified serious 
defidendes. These were shared with ED staff in April of this year. A copy is enclosed. 

Great progress has been made in the program and policy areas over the last few years. 
The vast majority of students now complete only one data set on only one form and are 
meaiu tested under only one model. In contrast, the delivety system itself is a 
puzzling assortment of dozens of separate data bases, contractors and facilities, most of 
which do not communicate with each other. This, for example, forces institutions to 
report awards for the same student to several different entities at different times and 
on different schedules. 
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Indeed, the structure of delivery is so fragmented that it leads to embarrassing lapses in 
function and associated shortfalls in efficiency and integrity. Particularly troublesome is 
that, even after the award of thousands of dollars, the central dau base does not know 
where the student is enrolled and, accordingly, can't warn another school not to award 
the same student for the same period. Further, the system cannot send an institution's 
computer generated reapplications to the institution because it doesn't know which 
students are there. Instead, it must employ a costly method of mass mailing that 
requires extensive follow up. Lastly, and perhaps most important, the system cannot 
link draw down and expenditure of vedenil funds with valid, current eligibility data or 
reconcile accounts accurately at the end of the award year. 

Like the systems of most federal agencies, ED's Title IV delivery system has been 
developed over time, sequentially, as new programs and functions have emerged. In 
each instance ED staff have-done their best to modify and imf iove at the margin. 
Until now there has not been the opportunity to step back and examine the entire 
structure. 

Given the intense and increasing scrutiny directed at the programs by the Inspector 
Genera], General Accounting Office, and powerful committees in Congress, the 
opportunity to reassess and change direction comes none too soon. 

However, to date, the plans that ED has shared with the community and our 
Committee including those presented at a formal heating on June 6 fail to address the 
most important of these deficiencies. Since release of the central processing system 
(CPS) procurement-perhaps the most important of the delivery system components-is 
immiaent, we are recommending that you direct your st.tff to give immediate attention 
to the issues involved before the final RFP is released. 

To ensure system-wide efficiency and integrity, ED must formulate a comprehensive 
plan that addresses these deficiencies over the next five to seven years. This plan must 
include modifications in the specifications of each of its systems and contracts so that 
an orderly large scale system enhancement process can begin early in 1995. The 
comeistone of the plan must be a new data architecture, including a comprehensive 
Title rV-wide data base that integrates all processing, monitoring, reporting, and cash 
management functions. 

We feel there is sufficient time to address these issues through revisions to RFPs in the 
final planning phases. The process of reviewing and commenting on draft RFPs 
provides a fortuitous opportunity to incorporate essential changes. If ED staff believe 
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it is too late to make the required changes, then we recommend extending contracts 
perhaps for one year--not rolling them over for Cve to seven years with unchanged 
specifications. 

In the raeantime, if the Committee staff can be of any assistance, please call our Staff 
Director, Brian Fitzgerald. Thank you for your attention to these important issues. 



Sincerely. 



(pynn M.'FawtHror 



.ynn M. Fawtnrop 
Oairperson 

Enclosure 
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ATTACHMENT 



DEFICIENCIES IN THE CURRENT TITLE IV DELIVERY SYSTEM 

• Basic information is not available in time to prevent multiple awards for 
the same period at different institutions. 

• Necessary certifications are not automatically provided, requiring instead, 
extensive manual, paper-based processes at the institution increasing the 
potential for institutional liability. 

• Records cannot be submitted for rematching when ED's systems cannot 
conduct matches with other data bases (e.g., social security), increasing 
burden and the potential for institutional liability. 

• Reapplications cannot be sent to the institution at its request for 
distribution to its students, rather than mass mailing reapplications to its 
students, requiring burdensome and costly mailings by institutions to 
returning students. 

• Communication is not possible with institutions or sending of rosters of 
reapplicants who should have, but mistakenly did not, release data to the 
institutions, requiring mass mailings by institutions. 

• Institutions cannot send completed reapplications for keying to the MDE. 

• Institutions cannot draw down selected student records at key times 
without drawing all records down, increasing burden. 

• Flexible timetables for reapplications cannot be provided. 

• Differentiation is not possible among students attending several branch 
campuses or different programs within the same school using a conunon 
institutiooal code. 

• Integrated reporting of student awards in all Title FV programs through a 
single reporting mechanism is not possible. 

• Integrated monitoring and cash management are not possible across all 
Title rV programs-draw down of funds cannot be tied to valid current 
eligibility and award data and accounts cannot be reconciled accurately. 
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Advisory Committee on Student Financial Assistance 

October 31, 1994 



The Honorable William F. Goodling 
CommiRee on Education and Labor 
U.S. House of Representatives 
2263 Raybunt House OCBce Building 
Washington, D.C. 20515 

Dear Congressman Goodling: 

Thank you for reading and responding to our August report on the student loan 
programs. We are very happy the report was infonnative and beneficial to your 
oversight of the implementation of the Federal Direct Student Loan Program (FDSLP). 

In your letter you asked for our Committee's reaction to four questions: 

• Should the disbursement rales we recommended for the FDSLP also 
be used in the Federal Family Education Loan Program (FFELP)? 

• Is the Committee satisfied that the Department is taking the necessary 
steps with respect to Title IV system design and potential integrity 
problems? 

• What can the Department do in the short run while it redesigns its Title IV 
system? 

• Does the Committee feel that the Department's use of Sallie Mae to 
ensure access to loans is adequate? 

With regard to disbuisement rales, your suggestion that if a rale is complex in FDSL it is 
also complex in FFEL is well taken. It certainly makes sense to evaluate such a change 
in FFEL. The rationale for our recommendations to the Secretary, delivered after 
legislative changes had been made, was that the Department had not implemented fully 
what Congress bad made clear in statute-tbat disbursements in FDSL be consistent with 
Pell Grants. However, Congress made no such change in FFEL. Accordingly, our 
Committee made no recommendations about implementation to the Secretary in this 
regard. 
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Page 2 

As noted in your tetter, our report to Congress and the Secretaiy identified several 
system design and potential integrity problems across the Title IV programs. We are 
satisfied that the I>epartment recognizes these problems and is taking steps that it feels 
will ensure program integrity. The Department's strategy consists of four basic 
components: 

• a complete requirements analysis identifying key functions and processes in 
the new delivery system; 

• procurement of a hardware platform to which separate Title IV data bases 
can be migrated and integrated; 

• building of a new school-based management system to tighten cash 
management and control of funds drawdown; and 

• expansion of NSLDS to become a Title IV-wide recipient data base. 

Each of these interrelated tasks is a significant undertaking. Even with the best planning 
and coordination, the Department's own estimates suggest at least three and perhaps five 
years until significant improvements are realized. The entire approach, however, 
depends upon the timely enhancement of NSLDS, the centerpiece of the Department's 
strategy, a system which has already experienced significant delays. 

With regard to your concern about the integrity of the FDSLP until the new system is 
operational, our Committee's August report suggested that the Department improve the 
current direct loan operating system in two ways. To avoid exceeding annual loan limits, 
we proposed that the system capture and edit dependency status and ensure that 
institutional software include sufficient edits to track loan amounts. To prevent multiple 
loan awards, we recommended that institutions report planned disbursements early 
enough to prevent multiple awards. 

It is our understanding that the Department recognizes both problems. Regarding the 
potential for exceeding annual loan limits, the Department has notified its contractor to 
make the required edit changes in the system and software for lS>9S-96. Regarding the 
potential for multiple loaps, the Committee is unaware of any current plans to change 
institutional reporting or system edits that will minimize problems. 
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Your last question focused on the adequacy of the Department's use of Sallie Mae to 
ensure access to loans for all eligible students. Our preliminary assessment is that the 
approach is adequate and we are not aware at this time of any potential problems with 
access. 

Once again, thank you for your continuing commitment and efforts to improve Title IV 
student aid. Please let our Suff Director, Brian Fitzgerald, know if we can be of further 
assistance. 



tqmn M. Fawthrop 
Chairperson 

cc: Advisory Committee members 

The Honorable Richard W. RiJey 
The Honorable Madeleine Kunis 
The Honorable Marshall Smith 
Mr. Leo Komfetd 

The Honorable David A. Longanecker 

Subcommittee on Postsecondaty Education and Training 

Subcommittee on Education, Arts, and the Humanities 



Sincerely, 
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Advisory Committee on Student Financial Assistance 

March 17, 1995 



The Honorable James M. Jeffords 
Committee on Labor and Human Resources 
United States Senate 
513 Senate Hart Office Building 
Washington, D.C. 20510 

Dear Senator Jeffords: 

Tbanlc you for the opportunity to provide observations and suggestions reo.arding 
integrity in the Ford Federal Direct Loan Program (FDLP). As you kncrw, our 
Committee has been evaluating the implementation of the FDLP in accordance with a 
mandate from Congress. Our study, now in its second year, includes the Federal Family 
Education Loan Program (FFELP) as well, and will produce a second report this 
summei on all aspects of program implementation. 

The program integrity issues discussed in your letter are important ones that have two 
key dimensions: program accountability and institutional quality. With regard to 
program accountability, the problems encountered in FDLP reconciliation in the firet 
year are a symptom of broader challenges facing all Title IV programs. With regard to 
institutional quality, the lack of appropriate measures-speciGcally an equivalent to the 
cohort default rate currently used in the FFELP-signals a need for a much closer look at 
how quality can be ensured in the new program. In both areas, the problems can be 
addressed by proper corrective actions by Department of Education (ED) managers in 
charge of student aid delivery and the FDLP. 

The remainder of this letter discusses the issues of program accountability and 
institutional quality raised in your letter by identifying the underlying causes of the 
problems and making recommendations to remedy them. In order to establish the 
context in which our findings are presented, several caveats are in order. 

• The Advisory Committee's study to-date has found the FDLP to be a 
feasible loan program with important, desirable features for institutions and 
students. These include integrated delivery, Institutional origination, and 
income contingent repayment. 

• Implementation of the program has progressed well and program operation 
has been quite smooth through loan origination and disbursement. 
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However, even though the FDLP has been shown thus far to be feasible, desirable to 
institutions and students in its operation, and manageable by ED. your letter is correct in 
Its assumption that important shortcomings do exist that will threaten accountability and 
quality if not addressed in a timely manner. ^ 

PROGRAM ACCOUNTABILiry 

Tlie Committee has identiSed problems in the FDLP reconciliation process, which is 
designed to ensure that the loan records and the cash minagement data in Uie FDLP 
semcer and Uie mstmitional systems match precisely. Similar problems have been 
obsewed by ED s Office of Inspector General (OIG) and are reOected in ED's Dear 
CoUeague Letter concerning reconciliation. Our Coimnittee believes that there are four 
causes of the problems. 

• Stniaural dtficUncUi in the overaU delivery system for student aid adversely affect 
all Title IV programs-mcluding FDLP loans. TTiese deSciencies were highlighted 
most succinctly m a letter from our Committee to Secretary Riley on June 15. 

• Short-nm policy decisions by ED managers, necessitated by these structural 
defiaencies. have exposed the program not otJy to inefficiency but potential 
program integrity problems. The Advisory Committee addressed these issues in 
both our August 1994 report to Congress on the loan programs and in a letter to 
Congressman GoodUng on October 31. 1994. 

• Software probUms have hampered program operations from the outset The 
Advisory Committee was able to explore the scope of the problems with ED- 
supplied software with 18 institutions at its hearing in California last November. 

• Dtsign shortcoming! in the FDLP servicer system have prevented smooth operation 
in bcck-tnd processes, including reconciliation, niese problems were documented 
and discussed at the same hearing. 

In order to fully appreciate the problems of reconciliation-and their solution-it is 
necessary to review the contribution of each of these factors. 

First, jfn«rt<r<3/ dcficUncUs in the student aid deUvery system result from the lack of a 
fuUy functional Titlr IV-wide recipient database that can integrate aU program 
operations. TTie problems that result continue to haunt the TiUe IV programs, including 
the FDLP and the FFELP. For example, the cunent delivery system cJnot identify 
where the student is enrolled, even after the award and disbursement of thousands of 
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dollars id student aid. Furthermore, it neither prevents multiple awards, nor can it tie 
institutional cash drawdown to data already in the applicant system at the front end, i.e., 
up to origination. If a Title IV-wide recipient database were operational, it could 
provide a front-end capability to perfonn these functions. Much of the reconciiiation 
problem in the FDLP referred to in your letter, and certainly all of the implications for 
program integrity, would consequently disappear. The OIG has also recognized that 
ED's automated systems are unable to generate accurate, timely data and favors controls 
at the front end. 

The Committee recommended in its June 15, 1994 letter to Secretary Riley that ED 
address this longer-run problem by modifying the speciGcations for each system and 
processing contract in the series of contracts that deliver these programs. Indeed, in 
response to our recommendations, a meeting called by the Senate staff on July 12, 1994, 
was held to discuss how ED would address the Advisor;' Committee's concerns. At that 
meeting, ED officials promised Senate staff that a complete review of systems 
procurements would be undertaken to identify how each contract and subsystem needed 
to be modified to move toward an integrated Title fV-wide delivery system and database 
over the next three to five years. ED's review was to begin last year with the most 
important of the front-end system components-tbe central processing system (CPS), 
which contains applicant data for almost 10 million students. Unfortunately, the CPS 
request for proposal (RFP), released on December 7, 1994, shows no sign that front-end 
system modifications are planned to prevent multiple awards or tie cash drawdown more 
closely to the applicant database for each institution. Rather, ED appears to be tildng a 
long-run approach without a parallel contingency plan to ensure integrify in the 
meantime. 

Because front-end system enhancements have not been made, ED is forced to rely on 
back-end processes, which occur after award and disbursement of funds, to ensure against 
multiple awards and excessive or premature cash drawdown by institutions. However, 
relying on back-end institutional reporting, such as reconciliation, as the mechanism to 
minimize problems that should be eliminated on the front end-hcloie drawdown and 
disbursement-requires a trade-off. Back-end repotting necessiutes more stringent 
requirements to preserve full acccuntabilify for the expenditure of federal funds and, 
thus, places more burden on institutions. This burden is exacerbated by problems with 
software and servicer systems as described on the following pages. 

Second, short-run poUe^ decisions have contributed significantly to the problems 
encountered in reconciliation. To exempt institutions from back-end reporting, ED 
decided against a recommendation made by the Advisory Committee in its August 1994 
report to Congress that institutions be motivated to report early in the process. Instead, 
ED designed FDLP functions to allow most institutions considerable latitude when- 
relative to funds drawdown-they report or submit originations, promissory notes, and 
disbursements to the FDLP servicer. For example, institutions may drawdown funds 
before reporting any data. Furthermore, institutions have delayed reporting 
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disbuRcments of funds to borrowers for as many as 60 days or more after the 
disbursements are made. While well-intentioned, this policy contributed greatly to delays 
in reporting and resulted in a significant gap between drawdown and reported 
disbursements, and complications in recoociliation. 

The policy decision to allow institutions flexibility in reporting makes preventing multiple 
loans and tying dra«.dowBs to disbursements impossible in a system «,ithout a fully 
functional, student-level database. Even if the FDLP seivict: is directed to match loan 
records across institutions at the back end, a procedure not currently in place ED's 
poUcy of permitting institutional flexibility in reporting makes it impossible to identify 
multiple loans before disbursement occurs. Finally, although the Advisory Committee is 
not aware of first-year FDLP institutions taking improper advantage of this flexibility 
such as maintaining excess cash, the processes cunently in place arc open to misuse 
because the origination, drawdown, and disbursement processes are not sufficiently 
integrated in spite of current Title IV cash management and FDLP regulations. 

Third, software problems have compounded difficulties resulting from structural 
deficiencies and policy decUions by making the physical task of reconciUng accounts 
much more difficult. Institutions have reported to the Advisory Committee that ED- 
suppUed software is subject to slow data processing, systems crashes, and corrupted data 
These problems have delayed or prevented schools from reconciling on schedule an 
ability which is taken for granted in most large private data processing systems. 

Fourth, design shortcomings in the FDLP servicer system have further intensified 
problems in conducting reconciliation. The most important of these is the loan-specific 
character of the FDLP servicer system, a shortcoming also reflected in ED-supplied 
institutional software. Institutions generally manage infonnation on a student-specific 
basis. This design flaw increases dramatically the burden of performing even routine 
functions and the difficulty of conducting reconciliation successfully. In addition, other 
problems with system interfaces between the institution and the FDLP servicer have 
made the reconciliation process extremely tedious for institutions. Examples include 
rigid accounting protocols and mismatches between soft^vare and servicer edits. 

All four factors-struaural deficiencies in delivery, short-run policy decisions, software 
problems, and design shortcomings-have contributed to reconciliation delays and 
difficulties in the first year. In order to ensure program integrity in the future, ED must 
address each of these problems in a systematic manner. To ensure these problems are 
solved as soon as possible, the Committee is recommending that ED take several short- 
and long-term actions. 

• Reverse previous policy decisions and modify the CPS to prevent multiple 
awards across programs and tie drawdown of funds to Title IV program 
disbursements, including disbursements of FDLP loans. This enhancement 
can be performed under the task order component of the new CPS 
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contract. Conceivably, this new function could be installed in tione (or the 
1997-1.998 award year. 

Review the policy of allowing FDLP institutions wide latitude in reporting 
disbursements to the service), and move expeditiously toward more closely 
integrating origination, drawdown, disbursement, and reconciliation. 

Produce a reporting system that identifies quantitative targets for the 
second year of FDLP program operations and system performance that will 
allow real-time measurement of multiple awards, excess cash, and gaps 
between disbuiMment and reconciliation. 

Provide for an external evaluation of all ED-supplied institutional software 
used in the program and consider the need for a complete, parallel 
software redesign that can be installed in the third year of the FDLP 
program. 

Conduct an external systems review, including the database structure, 
aimed at eliminating design shortcomings such as the loan-specific nature 
of interfaces between institutions and the servicer. This should be 
completed in time for the third year of FDLP operations. 

It is extremely important that the reconciliation problem not be viewed as a narrow, 
short-term problem. Once again, it is a manifestation of Title IV-wide systemic problems 
that must be addressed through a broad set of management corrective actions to ensure 
long-run program integrity. 

INSTmmONAL QUALITY 

The second question in your letter relates to concerns over the tack of a measure of 
institutional quality in the FDLP equivalent to FFELP cohort default rate determinations 
and the long-term consequences for program integrity. In response to your request, the 
Advisory Committee has conducted a preliminary analysis that includes an examination 
of the default histories of FDLP institutions. Our analysis has identified four problems. 

• Tb , ttUttUm proetss for allowing institutions to participate in the FDLP 
appears to have permitted institutions with questionable performance 
records to enter the program. 

• Current stUaion crittria. appear to be inadequate to prevent problems 
related to program integrity in the future. 
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* There appears to be no plan to monilor instUutional quality to detect 
mismanagement by high default institutions. 

• ED has not developed measurts of instirutional quality required to ensur« 
program integrity, comparable to the cohort default rate in the FFELP. 

Each of these problems requires immediate attention to ensure institutional quality ic 
the FDLP. ^ ' 



First, ED'S seUaion process allows institutions with questionabl< records to participate in 
the FDLP for 1995-96. Exclusive of institutions eligible for cohort default waiven; 

• 272 schools have default rates of 25 percent or higher in at least one of the 
three recent fiscal years for which ED data are available (i.e , FY92 FY91 
and FY90); 



160 institutions have default rates of 25 percent or higher for the most 
recent fiscal year; and 

59 institutions have defaults rates of 25 percent or higher in both of the 
two most recent fiscal years. 



Furthermore, well over 100 institutions accepted for the second year, of which the vast 
majority were proprietary institutions, had default rate data that are missing or 
potentially unreliable for the previous ibiee yean. 

Because these institutions with high default rates or potentially unreliable data represent 
less than two (2) percent of 1993 FFELP loan volume, they are not Ukely to have a 
major impact on future FDLP volume. Nonetheless, their participation could contribute 
in a disproportionate way to a perception that the program is failing to ensure 
institutional qualit)'. Since ED has considerable flexibility under the law in choosing 
institutions that are "reasonably representative," it could have screened institutions more 
carefully to ensure quality. 

Second, current uUaion criteria, as they have been applied for 1995-96, do not appear to 
be adequate to prevent entrance of even more high-default institutions. The Committee 
undentands that waivers may be appropriate for certain schools serving largely 
disadvantaged student populations and that objections have been raised about creating 
criteria for the FDLP more stringent than for other loan programs. Nonetheless, the 
criteria as currently structured appear to invite problems in the long-run, especially 
because other selection factors related to administrative capability will be relaxed in 
future years. In Ught of OIG's and the General Accounting Office's (GAO's) concerns 
about ED's gatekeeping function, the current criteria must be examined very closely. 
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Third, there appears to be no plan to monitor instUutional quality. The existence of an 
inccme contingent repayment option in the FDLP--an option that S.495, the "Student 
Loan Evaluation and Stabilization Act of 1995," would extend also to the FFELP-offers 
new oppoilunities for mismanagement by institutions of poor quality. While it is 
technically still possible to be delinquent, or in default, on an FDLP loan, institutions 
could use income contingency as a management tool to mask the consequences of poor 
educational programs. The Advisory Committee knows of no plan by ED that addresses 
this issue either at the application stage or through monitoring of institutional 
performance. Similar problems will emerge in the FFELP if income contingent 
repayment becomes available under that program. 

Fourth, ED has not yet identified or analyzed alternative mtasurts of initttutionat quality 
in the FDLP that will serve the same program integrity function as the default measure 
in the FFBLP. Instead, there appears to be a widespread feeling on the part r.t ED 
mauagement that default is, by definition, minimized under the FDLP, and . ..ly, 

that there is less need for such a measure. 

In order to ensure program integrity, the Advisory Committee would urge ED to take 
corrective actions in each of these four areas; 

• With regard to institutions already in the FDLP, ED should review its 
stttaion proctss and perform an analysis that identifies problem schools. 
As part of this process, ED should consider replacing these institutions 
with those having lower default histories-especially with institutions that 
applied and were not selected for reasons other than quality. 

• ED should develop new selection criteria designed to prevent the 
participation of institutions that are likely to have excessively high default 
rates or to misuse the income contingent repayment option. 

• ED should formulate a system to monitor institutional quality that tracks 
and reports the use of the income contingent repayment option in the case 
of schools that are potential problems. This system must be able to detect 
unusual shifts in payment option selection as well as payment streams that 
signal likely program integrity problems. The system must also subject such 
institutions to intensive monitoring across other key indices. 

• ED should carefuUy analyze and compare alternate measures of institutional 
quality that can be used to monitor md eliminate problem schools. These 
include delinquency and default rate in repayment options other than 
income contingent repayment, frequency of administrative assigjiment of 
delinquent and defaulted loans to income contingent repayment, and rate 
of selection and nonpayment in income contingent repayment. Other 
potential measures are withdrawal or dropout rates, program completion 
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rales, and success of graduates obtaining employment or meeting their 
educational objective. 



In summary, the participation of institutions with high default rates, the absence of 
appropriate measures of quality equivalent to cohort default rates, and the failure to 
monitor institutional performance in light of these measures vkill have a predictable 
negative impact on program integrity in the FDLP. It is important that ED move 
aggressively in each of these areas. 

As part of its continuing evaluahon of the loan programs, the Advisory Committee will 
explore over the next few weeks measures that might be used as alternatives to cohort 
default rates. This will be a focus of the Advisory Committee's bearing in April. The 
Committee will make these analyses available to the Congress as soon as they are 
completed. 

In the meantime, on behalf of each of our members, I would encourage you to consider 
the recommendations outlined above as a preliminary framework for your oversight 
hearings. Thank you for the opportunity to provide these recommendations. Please let 
us know if we can be of further help in this matter. 



U^ufl M. Eawthrop 
Chairperson 

cc: The Honorable Nancy Landon Kassebaum (identical original sent) 
Advisory Committee members 
Members of the Committee on Labor 

and Human Resources 
Members of the Committee on Economic 

and Educational Opportunities 
The Honorable Richard W. Riley 
The Honorable Madeleine M. Kunin 
The Honorable Marshall S. Smith 
The Honorable David A. Longanecker 
Mr. Leo Komfeld 



Sincerely, 
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FOREWORD 

Congress created the Advisory Conunittee on Student Financial Assistance when it 
enacted the Higher Education Amendments of 1986. The Advisory Committee serves 
as an independent source of advice and counsel to the Congress and the Secretary of 
Education on student aid policy. Congress originally defmed its purpose in statute: 
to provide extensive knowledge and understanding of Federal, state, and institutional 
programs of postsecondary student assistance; to provide technical expertise with 
regard to systems of need analysis and application forms; and to make recommen- 
dations that will result in maintenance of access to postsecondary education for low- 
and middle-income students. 

The Advisory Committee's most recent focus results from the reauthorization of the 
Higher Education Act of 1965. Due in large part to its contribution to the 
reauthorization process, the Advisory Committee was asked by Congress to monitor 
implementation of the Education Amendments of 1992, address unresolved issues of 
reauthorization, and conduct a study of loan program simplification. 

The Advisory Committee's structure reflects the diversity of the contemporary 
fmancial aid community. College presidents, fmancial aid administrators, educational 
association executives, bank officers, guaranty agency executives, state higher 
education officials, and students have served on the Committee. Members are 
appointed by the leaders of the United States Senate, the House of Representatives, 
and the Secretary of Education on the basis of technical expertise and knowledge of 
student. aid and educational policy. The eleven members serve in staggered terms of 
three years. These members and Committee staff are listed in Appendix C. 
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EXECUTIVE SUMMARY 

The Advisory Committee on Student Financial Assistance has conducted a congressionally 
mandated loan simplificauon study this year, which has included three hearings, one meeung, 
and one symposium as primary activities to consider issues concerning simplification of the 
Federal Family Educauon Loan Program (FFELP). In addiuon. Senator Claiborne Pell, in a 
letter dated March 3, 1993, requested that the Committee expand its study to include an' 
examination of direct lending. Federal budget constraints may result in the FFELP being 
converted into a direct lending program in which educauonal insutuuons originate loans. 
Senator Pell specifically requested that the Committee examine how direct loans might be 
incorporated into the overall Title IV delivery system. 

As a result of Committee analysis resulting from hours of testimony from leaders in financial 
aid and student lending, the Advisory Committee has gathered compelling evidence that the 
current program structure and operauons are needlessly complex and require major reform. 
Complexity in the FFELP results from multiple, overlapping loan programs with conflicting 
terms and conditions. Nonstandard policies, procedures, forms, and processes also plague 
the program, in addition to burdensome legislative and regulatory requirements. The 
thousands of panies in the process who are not linked by an adequate dau or network 
infrastructure contribute to the complexity. The result is unaccepuble confusion and 
inefficiency for students and institutions. 

In light of the current debate between proponents of direct lending and FFELP and the 
ongoi..g policy debate, the Advisory Committee felt strongly that an interim report to 
Congress and the Secretary should be generated to communicate its recommendauons. The 
Advisory Committee is making recommendations for both the FFEL and direct lending 
programs in order to ensure a streamlined, simplified system of delivering student loan funds 
through either program. 

The Advisory Committee recommends a radical restructuring of the FFELP through 
consolidauon of participants, creauon of a single loan program with standard terms and 
conditions, and integration of the loan process into the existing Title IV delivery system. 
To create an efficient, effective direct lending program, the new single loan program must be 
implemented with sundard terms and condiuons and must be fully integrated into the TiUe 
IV delivery system. This program must net require any interface with the prior FFELP 
beyond capture of default informauon and must remain a centralized, federal program with a 
minimal number of participants outside the educauonal institutions. 

The Committee will discuss final recommendations regarding student loan program 
simpUfication on June 3-4, 1993, in Annapolis, Maryland, prior to submission of its final 
report to Congress on July 23, 1993. 
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INTRODUCTION 

In the Higher Education Amendments of 1992, Congress directed the 
Advisory Committee on Student Financial Assistance to conduct a study 
of the Federal Family Education Loan Program and submit a final 
report within one year. The statutory language mandating the study 
may be found in Appendix A. In anticipation of the enactment of P.L. 
102-325, signed by the President in the summer of 1992, the Advisory 
Committee initiatal its study activities in the spring. 

Specifically, the Advisory Committee was charged with an examination 
of: 

• the paperwork burden experienced by financial aid 
officers within the current structure of the loan program; 

• simplification and standardization of forms, procedures, 
and all other aspects of guaranty operations for the 
purpose of data exchanges with the Department of 
Education, its proposed National Student Loan Data 
Base, and other agencies; 

• simplification of the bank repayment process to minimize 
borrower confusion; and 

• efficient utilization of loan programs to minimize 
multiple program borrowing in postsecondary education . 

In addition. Congress required the Advisory Committee to focus on the 
effects on students and institutions of current sources of complexity and 
potential recommendations to simplify the program. The Committee 
approved a study plan in August 1992 that encompassed a number of 
activities intended to address these specific issues while facilitating 
community involvement. As part of the "discovery phase" of the 
study, the Advisory Committee conducted three hearings during the fall 
of 1992. The Committee received thousands of pages and dozens of 
hours of testimony from students, financial aid administrators, 
association rqjresentatives, guarantors, lenders, servicers, and 
secondary market spokespersons. Each was asked to identify sources 
of complexity in the existing loan process. 

This report presents the Advisory Committee's interim 
recommendations to the Congress and the Secretary. These identify 
actions that are required to ensure that either the current FFELP or a 
new direct lending program meet the needs of both students and • 
institutions. 
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PRELIMINARY FINDINGS 



As a result of staff analysis and information presented at the hearings, 
the Advisory Committee identified six primary sources of complexity.' 

• Multiple, overlapping loan programs exist, none of 
which have sufficient annual limits to discourage multiple 
program borrowing. 

• Terms and conditions conflict among the loan programs. 

• The programs operate under burdensome legislative and 
regulatory requirements, most of which have been 
created to control program costs and default rates. 

• Lender and guarantor policies are inconsistent. 

• Loan processes and forms are not standard. 

• The existing data and network infrastructure is 
insufficient. 

Each of these became the focus of intensive investigation in the second 
phase of the study. The Committee saw compelling evidence of serious 
flaws in the current student loan programs. It became evident that 
nothing short of serious structural reform, especially in program 
delivery, would simpli^ and streamline the functioning of the FFELP. 



Committee Solicitation 

Using these preliminary findings as general guidelines, the Advisory 
Committee sent a soliciation in February 1993 to over 350 institutions, 
associations, guaranty agencies, secondary markets, lenders, and loan 
servicing organizaUons asking for their recommendations of strategies 
to addre« sources of complexity. The community submitted thirty-five 
proposals. Analysis of the proposals focused on identifying the most 
promising and feasible recommendations for program reform. 



Senator Pell's Request 

A new comppnent was introduced to the study as a result of a letter 
dated March 3, 1993, from Senator Claiborne Pell to Advisory 
Committee Chairperson Lynn Bums requesting an expansion of the 
study. A copy of Senator Pell's letter is found in Appendix B. 
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Specifically, Senator Pell requested that, in light of renewed interest by 
Congress and the White House about a direct loan program, the 
Advisory Committee examine both a simplified student loan 
program and direct lending. He also requested that the Advisory 
Committee give: 

serious consideration to the feasibility of simplifying the 
manner in which both the current loan program and a 
direct loan program might be delivered. Because of 
changes made in the Pell Grant delivery system, I am 
especially interested in knowing if you believe either the 
current program or a direct loan program, or both, might 
use the Pell Grant system, as well as how it might be 
modified to accommodate use as a delivery mechanism 
for student loans. Is it, for example, possible to have 
one federal form, one processor, and one data base for 
all Title IV student aid programs? 

As a result of the information obtained through its hearings and other 
sources, it became clear to the Committee that in order for the existing 
program to compare favorably with the delivery component of direct 
lending, radical changes would need to be implemented. Minor 
"tinkering" would not adequately streamline or simplify the FFELP. 



Federal Budget Debate 

The passage of President Clinton's budget package in the House of 
Representatives on March 18, 1993, and its subsequent passage by the 
Senate, created considerable uncertainty about the futurj of the existing 
program stnicture. The budget legislation, which requires a savings of 
over $4.0 billion over five years, seems to mandate the implementation 
of a full-scale dii«ct lending program by 1997 to achieve savings for a 
national service program requested by the President. Opponents of the 
President's direct lending plan have suggested a number of proposals 
intended to reduce program costs in order to maintain the lender-based 
student loan program. However, such proposals could significantly 
alter the current structure by elimiruitinc the administrative cost 
allowance to guaranty agencies, reducing reinsurance payments to 
lenders and guarantors, increasing reinsurance fees, and reducing 
special allowance rates. These actions would significantly reduce the 
number of guarantors, lenders, and secondary markets participating in 
the program. 
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As a response to the congressional timetables for the budget (May 14 
for the House of Representttives and June 18 for the Senate), the 
Advisory Committee is issuing an interim rqjort to provide support and 
information to Congress and the Secretary. 



Dual Approach 

The Committee has chosen to broaden iu approach to the study to 
encompass the simplification of both the current loan programs and 
data lending. Essential reform elemenu must be addressed if the 
Federal Family Education Loan Program is to continue. Similarly if 
Congress is to avoid creating a costly, complex direct lending program 
and the assocated increase in program implemenution risks, it must 
address the issues raised by the study regarding the design of the 
program and its delivery mechanism. 
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RECOMMENDATIONS 



Analysis of the testimony and proposals submitted to the Advisory 
Committee over the initial seven months of the study led to the 
identification of six program-wide imperatives for an efficient loan 
program. These constitute the primary findings of the study. The 
imperatives shaped the Advisory Committee's specific recommendations 
for both the FFELP and a direct lending program. 



- Program-wide Imperatives 

There must be one scudem loan program with a single set of terms and 
conditions from which a majority of students can receive finding. The 
subsidized Stafford, unsubsidired Stafford, SLS, PLUS, and Perldns 
must be merged into a single program. The unified program's loan 
limits should combine the existing programs' limits, so that the 
individual's borrowing capacity is unaltered. In addition, all new loans 
must be issued with the same variable interest rate, and terms and 
conditions. 



Implementation of single source borrowing is essential. This means 
that all of a borrower's loans must be guaranteed, originated, serviced, 
and held by one entity respectively. When possible, all of an 
institution's student loans should be guaranteed, originated, and 
serviced by a limited number of entities. This is the only approach that 
can improve and streamline processing, repayment, and communication 
among participants. 

All borrowers must be offered the option of refinancing previous loans 
to obtain a single variable interest rate and merged deferment terms. 
This would assist in administrative consolidation, thus significantly 
decreasing administrative burden for all participants. Furthermore, it 
would substantially decrease federal expenditures for in-school 
subsidies, which are currently the most expensive component of the 
Federal Family Education Loan Program. 

A broader range of repayment options must be made available at the 
request of the borrower. Borrowers must be given the option of 
graduated and income-contingent repayment schedules as well as other 
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alteniatives to facilitate repayment, such as expanded repayment periods 
for borrowers with higher balance loans. y^"^^ 

The loan program must be fully integrated into the existing rule IV 
delivery system, utilizing the FAFSA as the application instrument 
Experience has shown that any program relying on a separate deUvery 
sy«em wUl lead to multiple forms, processes, and regulations. Seven 
milUon students will complete the FAFSA this year, offering a logical 
opportunity to use this federal fonn in the loan application process 
The PeU Grant component of the TiUe rv delivery system, which 
currenUy deUvers almost $6.5 billion to 4.3 milUon students, also 
presents an effecUve method of fund disbursement. Incorporating the 
loan delivery system with TiUe IV deUvery would minimize institutional 
confusion and burden. This would also address the issue of 
administrative capability, since no new deUvery system would be 
required. Promissory notes are already required in the existing loan 
programs, and collection thereof would not increase the burden on 
institutions. 

Implementation of a Tale IV data base -mh sufficient monitoring and 
delivery capability is mcessary to sup^n an efficient and simplified 
loan program. However, this dat» base is not synonymous with the 
historical National Snwent Loan Data Base (NSLDB). the need for 
which IS minimiaxi if all new loans are issued at the same variable 
mterwt rate regardless of borrower loan history. As a result, efforts 
should be focused on creating a more centralized TiUe IV data system 
that IS housed within the Central Processing System (CPS) and 
interfaces with the first phase of the NSLDB where necessary. 

Recommendations for the FFELP 

Using the identified program-wide imperatives as a guide the 
Committeeis making the following recommendaUons for changes in the 
existing FFELP program as summarized in Exhibit 1. 

Creole a new single FFELP loan program with subsidized and 
unsubsidized compontnis, and with a single, variabU inurtst rate and 
^TUf If y*"^ *^ comtmont. Congress should merge the 
Stafford, SLS, PLUS, and Peridns loan programs, and create a unified 
loan program with a subsidized component for students and an 



1 i J 



115 



EXHIBIT 1 
Recommendatwns for the Current FFELP 

Create a new single FFELP loan program with subsidized and 
imsitbsidiied components and a single variable interest rate and 
a standard set of terms and conditions. 

Reduce the number of lenders, guarantors, and secondary 
markets participating in the new program and require the 
remaining participants to demonstrate essential administrative 
capabilities and provide critical services. 

Require that all loans originated under the new program carry 
the same standardized terns and conditions, including a single 
variable interest rate, without regard to the borrowers' previous 
loans under Pan B and E. 

Integrate the new program's delivery into an enhanced Title IV 
delivery system which utilizes the Free Application for Federal 
Student Aid (FaFSA) as its application document. 

Implement a single source borrowing rule for all students. 

As a condition of participation, require all lenders to allow 
borrowers So refinance prior loans so that the terms and 
conditions, including interest rates are consistent with the new 
program. 

Establish graduated, income-contingent and extended repayment 
options, and require lenders to offer them to all borrowers. In 
addition, make expanded repayment mechanisms available to the 
Department of Education to am.u in collections. 
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unsubsidized component for both students and parents. All new loans 
should be originated with the same variable interest rate and 
standardized terms and conditions. Loan limits should be combined 
under the current FFELP and Perkins programs. 

Rationale: The multiple and overlapping loan programs 
authorized under Parts B and E of the Higher Education Act, as 
amended, are a major cause of complexity. Congress will 
achieve simplification by combining the programs into a single 
program that incorporates the same variable interest rate for all 
loans and standardizes other terms and conditions, such as 
deferment and repayment opdoru. TTus change will result in 
much simpler application and repayment processes. For 
example, borrowers would complete only one application per 
academic year rather than potentially several applications. 
Further, they would benefit from automatic administrative 
consolidation-which rarely occurs under the current system--and 
they would not have to deal with the often incomprehensible 
variation in terms and conditions that exist today. The 
associated reduction in administrative burden on institution in 
terms of processing and counseling are obvious. 

Consistency in the guarantee fees is also critical. According to 
testimony provided by several guaranty agencies, differences in 
these fees across guaranty agencies reflect its use as a marketing 
tool, rather than as a mechanism for addressing risk in the 
programs. A standard, set fee may decrease the dependency of 
some agencies on administrative cost allowance. Differences in 
fees also suggest unequal treatment of student borrowers. 

Rtduet the number ofUndtn, guamnton, and steonaary markets 
partUipating in the new program and rtquirt the remaining 
portieipantt to demonstrate er Mial administrative eapabilitus and 
provide certain critical sendees. To ensure simplification. Congress 
should use the need to reduce federal expenditures to minimize the 
number of loan program participants in a systematic manner. Proposals 
advanced by lenders, guarantors, and secondary markets to reduce 
administrative cost allowance and reinsurance rates, require immediate 
subrogation of defiiulted loans, reduce special allowance rates and 
insurance payments from guaranty agencies, allow borrowers to 
refinance existing loans to a variable late, and impose a single holder 
provision for all of a borrower's loans would inevitably have these 
consequences. 



10 



117 



Further, the requirements for eligible participants should be revised to 
improve the overall performance of the system. At a minimum, 
eligible participants should have the capability: to perform electronic 
funds transfer; to offer refinancing of existing loans; to implement 
standard forms and processes (including minimum loan amounts, school 
reporting requirements, frequency of borrower contact, deferment 
documentation requirements, loan certification rules, and claim 
review/claim purchase policies); and the capability to provide loan 
consolidation and income-contingent, graduated and otker alternative 
repayment schedules. In addition, any guaranty agency that wishes to 
participate in the program must agree to accept transfers of guarantees 
from agencies which become insolvent. 

Rationale: The sheer number of participants in the loan 
program represented by thousands of lenders, over 40 guaranty 
agencies, and numerous secondary markets has resulted in 
considerable expense to the federid government. It has also 
proven to be a significant barrier to simplification. For 
example, institutions, students, and their families must contend 
with forms, policies, and procedures that are unique to 
individual lenders, guaranty agencies and secondary markets. 

Require that all loans originated under the nevi program cany the 
same standardized terms and conditions, including a single variable 
interest rate, without regard to the borrower's previous loans under 
Parts B and E. This would eliminate the requirement that borrower 
interest rates must be based on prior loans. A single vanable interest 
rate would replace the existing rates. The same would hold trtie for 
other terms, such as deferment and repayment options. 

Rationale: The current statutory requirement that all loans of a 
borrower be held at the interest rate of his or her first loan was 
originally designed to benefit the student. However, it ceased to 
be an advantage several years ago when interest rates began 
declining and borrowers found themselves obtaining loans at 
noncompetitive rates in comparison to new borrowers. In 
addition, implementation of this proposal would obviate the need 
for institutions, lenders, or guaranty agencies to research 
borrowers' loan histories, thus also decreasing the need for a 
historical data base. All borrowers, regardless of their prior 
borrowing, will be able to obtain an interest rate on all new 
loans at a rate (in most cases) significantly less than their fixed 
rate loans. As a result, the federal government will save a 



11 



118 



considerable amount of money for payment on in -school subsidies and 
on administrative support for a national loan data base. 



Inttgnue the ntw program's dtUvery into an enhanced TUIe rv 
f T'T Applieation/or Federal Student 

Aid (FAFSA) as Us appUcation document. This year over seven 
milUon students in 42 states will rely on the FAFSA alone to deUver 
th^ federal, state, and institutional aid. While there would still be a 
need to generate a separate promissory note, combining the student loan 
application process into the FAFSA process is the fmal step in 
mtegrating all federal and state financial aid programs into a unified 
system with a single application. 

Rationale: The existing TiUe IV delivery system functions very 
efficienUy, with over 5,000 institutions currenUy submitUng and 
receiving data through the Department of Education's Central 
Processing System (CPS). Enhancements required to add loan 
information to the exisUng system would be minimal. The 
utilization of this system would fiacilitotc the processing of 
applications and the delivery of funds as well as significanUy 
reduce the paperwork burden associated with the FfTELP. In 
addition, implementation would assure that applicants are 
considered for all forms of aid for which they may be qualified. 
Both students and institutions would benefit as a result. 



Implement a single source borrowing rule for students. All of a 
boiTower's loans must be guaranteed by one agency, originated by one 
lending insutution. and held by one secondary market or lender under 
the new program. This would be an expansion of the language found 
in the Higher Education Amendments of 1992 which encourages but 
does not require such a practice. To participate in the program 
lenders would not be able to use different servicers for any individual's 
loan portfoho. In addition, lenders and loan servicers would have to 
provide a single repayment schedule for aU loans of a given borrower 
and require a single minimum monthly payment to cover all of the 
borrower's loans. If a borrower wishes to estobUsh a relationship with 
a new lender or guarantor, all existing loans must be refinanced or 
ttansferred to U.e new lender or agency at the request of the borrower 
Wherever possible, all of an institution's loans should be origLiated 
guaranteed, and serviced by a Umited number of entities. 
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Rationale: Single source borrosving addresses a series of 
problems that exist in the current FFELP program. For 
example, borrowers are frequently unable to identify the holders 
of their loans because there may be more than one and loans are 
often sold by holders to other holders. This prevents borrowers 
and institutions from successfully communicating with holders 
about matters that range from change of address to problems 
associated with defennents and repayments. If single source 
borrowing is adopted, borrowers and institutions would be able 
to identify holders easily. This would mean that a single request 
for information or submission of demographic or enrollment 
changes to a guaranty agency or lender would be all that is 
necessary to update a borrower's file. Students would have to 
communicate with only one holder about questions and problems 
and to repay only one entity through a single repayment 
schedule. This would also minimize the number of entities with 
which institutions must interact. 



As a condition of participation, require ail lenders to allow borrowers 
to refinance prior loans so thai the terms and conditions, including 
interest rates, are consistent with the new program. The proposal 
facilitates consolidation and would result in a significant reduction in 
federal interest subsidy expenditures. 



Rationale: Implementation of the recommendations would 
benefit both borrowers and taxpayers. For example, repayment 
terms would be much more competitive for many borrowers, 
positively affecting the repayment for some whc may have 
otherwise defaulted. Administrative consolidation would be 
more widely used because loans could be easily combined into 
one repayment schedule. Federal expenditures on in-school 
interest subsidies would also be significantly reduced if existing 
loans were refinanced at a lower variable rate rather than at the 
fixed rates. It should also be noted that some secondary 
markets may be required to reissue taxable bonds which were 
initially issued on a nontaxable basis because interest rates on 
the loans in their portfolio was a condition of their original bond 
issue. 
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Establish graduated, incomfcoiumgeiu and txtendtd repayment 
options, and require lenders to offer them to aU borrowers. In 
addition, make expanded repayment mechanisms available to the 
Department of Education to assist in collections. Flexible repayment 
options are the key to relieving the burdens of repayment that 
borrowers often experience. The proposal should also reduce the 
incidence of default. 

Rationale: With the increase in loan limits brought about by 
reauthorization, sotne borrowers may find a ten-year fixed 
repayment schedule yields an unmanageable monthly payment. 
Consolidation under current program rules, especially if funds 
have been borrowed from oiUy one program, is too costly an 
alternative to obtain a longer repayment period. In addition, the 
borrower's first employment opportunity once out of school may 
be a low paying position that does not provide enough money to 
support and repay debts. 



Recommendations for a Direct Loan Program 

As with FFELP, there are a number of recommendations the 
Committee is making for any direct lending program developed by 
Congress. Exhibit 2 summarizes the Committee's recommendations. 

Create a single direct loan program with subsidixed and unsubsidited 
components, with a single, variable interest rate and standard set of 
terms and conditions. AU new loans should be originated under the 
direct loan variable interest rate, terns and conditions. Congress 
should abolish the Stafford, SLS, PLUS, and Perkins loan progr^s, 
and create a single direct loan program with a subsidized component 
for students and an unsubsidized component for students and parents. 
All new loans should be originated with a variable interest rate and 
terms and conditions. Direct loans should not depend on prior FFELP 
borrowing. 

Rationale: Creation of a single program will reduce both 
confusion for borrowers and administrative burden for 
institutions because direct lending abolishes the five overlapping 
Part B and Part E loan programs. These programs contribute to 
complexity a.s a result of different interest rates and nonstandard 
terms and conditions, including deferment repayment options. 
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EXHIBIT 2 



Recommendations for a Dirtci Loan Program 



Create a single direct loan program with subsidized and 
unsubsidized components, with a single variable interest rate 
and standard set of terms and conditions. Ml nnv loans should 
be originated under the direct loan variable interest rate and 
terms and conditions. 

Fully integrate direct lending into the existing Title IV 
delivery system, with the FAFSA as the loan application. 

Require that holders permit current FFELP borrowers to 
refinance their FFELP loans under the same terms and 
conditions, including the same variable interest rates, 
as the direct loan program. 

Enhance the existing Department of Education collection 
contracts for servicing of direct loans. 

Ensure that no interface between the direct loan program and 
the FFELP is required beyond capture of default information. 

Design direct tending delivery to permit direct interaction 
between institutions and the Department of Education without 
numerous intermediaries. 
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FuUy integrate direct lending into the existing TUle IV delivery 
^aem with the FAFSA as the loan appUcation. This would provide 
a single structure for appUcation processing, data management 
disbursement and reporting functions. Data required for all TiUe IV 

fcPS^dT"'**,,^ 7^°^ ^""^ System 

(CPS) and direcUy delivered to institutions by the Depanment of 
education. 

Rationale: The implementation of this recommendation would 
create a single structure based on the current deUveiy system 
(I.e., Central Processing System and Financial Management 
System) for application processing, data management 
disbursement, and reporting functions. This structure' would 
wpture retain and track relevant loan data, thereby eUminating 
many of the administrative and processing steps required in the 
current loan system. Paperwork burden would be reduced 
delivery of funds would be expedited and simpUfied and ' 
reporting requirements would be streamlined. As was stated in 
testimony before the Advisory Committee, originating a loan 
udhzing the TiUe IV deUvery system should be "no more 
difficult than disbursing a Pell Grant." In addition the 
Department would be able to monitor closely changes in fiind 
request patterns, thus potentially identifying problems at 
msmutions much more quickly than the existing system permits. 
Such problems include fraud and abuse, which can go 
undetected under the current system due to the absence of an 
adequate, centralized data base. 



Regmrt that holders permit current FFELP borrowers to refinance 
their U,ans under the same terms and conditions, including the same 
^nable tnterttt rates as the direct loan program. Borrowers under 
direct lending should have the option to consolidate their FFELP loans 
trough refinancing. FFELP holders must be required to honor the 
borrowers requests to refinance. 

Rationale: Refinancing will allow all borrowers both to take 
advantage of much lower interest rates on most outstanding 
loans and to consolidate or group their loans automatically into a 
single repayment schedule. The proposal would also 
considerably reduce federal expenditures on in-school and 
deferment subsidies. 
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Enhance Ike existing Department of Education collection contmcu for 
servicing oftUrta loans. ED should issue a small number of contracts 
to servicers that will collect direct loans. Their responsibilities shou'd 
be expanded to include the capability to offer graduated and income- 
contingent repayment schedules. 

Ratioiule: In order to minimize the number of servicers with 
which institutions must interact on behalf of their students, the 
number of servicing contracts must be small. Expanded 
repayment options will simplify and streamline the repayment 
process. In addition, such options may assist in averting 
default, especially for those individuals with high loan balances. 



Ensure that no interface between the direct loan program and the 
FFEW is required beyond capture of drfauU ir\formation. Establish 
borrower eligibility and other criteria to ensure the independence of the 
direct lending program. Extensive interactions between the two 
programs will unnecessarily complicate direct lending. The only 
interface required should be the capture of default information. 

Ratiomile: Requirements, such as dependency on borrower 
loan history to originate new loans, would unnecessarily 
complicate a system of direct lending. If no interface beyond 
default information is required, there would be no need to 
continue development of the NSLDB, or to continue processing 
Financial Aid Transcript requests or Student Status Confirmation 
Reports. The Central Processing System (CPS) alone would be 
able to track defaults, as well as annual and cumulative loan 
limits. The CPS could also monitor and update deferment 
status. This would significantly decrease the paperwork burden 
and administrative costs for institutions in addition to 
simplifying loan counseling and awarding. 



Design direct lending delivery to permit direct interaction between 
institutions and the Department of Education without numerous 
intermediaries. The primary delivery process for direct loans should 
link ED directly with institutions. Intermediaries, including alternate 
originators, should be limited in number and function. 



17 



1^6 



124 



Rationale: Ine cunwit programs are unnecessarily complicated 
by numerous intermediaries. The more participants involved, 
the greater the opportunity for multiple forms, policies, and 
processes, as is seen in the current program. There is no reason 
for multiple entities to be involved in the delivery of loan 
proceeds, since this process can be adequately administered by 
the institutions involved ji the program. The addition of other 
participants to the program will delay delivery, add to the 
paperwork and reporting burden, and increase costs of program 
operations. 



Further Study Activities and Recommendations 

The Committee has scheduled one additional hearing to be held 
June 3-4, 1993, in Annapolis, Maryland, which will have as one of its 
primary topics a further discussion of direct lending in order to 
examine President Clinton's proposal. A final report detailing the 
Committee's full set of recommendations regarding loan simplification 
will be submitted to Congress and the Secretary of Education in July 
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APPENDIX A 



0) STUDEOT LOAN PRCX3RAM SIMPLIHCATION. - (1) The Advisory Committee 
shall conduct a thorough study of means of simplifying all aspects of the loan programs under 
part B of this title. In carrying out the study, the Advisory Committee shall enam.ne. at a 

minimum- j^^uction of paperwork burdens experienced by finaticial aid admirustrators 

resulting from the current stnicture of such loan programs; 

(B) promotion of simplification and standardization of forms, procedures, and aU 
other aspects of guaranty agency operations for the purpose of faciliuting dau exchanges 
with such agencies (including the National Student Loan Database) and facUitating 
Department of Education oversight; . 

(C) simplification of the repayment process to minimize borrower confusion, 
including encouragement of single holder ownership of aU of an individual's loans; 

(D) encouragement of efficient utilization of loan programs to minimize muluple 
program borrowing in postsecondary education; and 

(E) other proposals which are designed to reduce the administrauve burdens on, 
and paperwork required of, students, educational institutions, guaranty agencies, lenders, 
secondary markets, arid the Secretary submitted in response to a general solicitation by 
the Advisory Committee. j , u 

(2) The Advisory Committee shall consult with the Committee on Educauon and Labor 
of the House of Represenutives and the Committee on Labor and Human Resources of the 
Senate in carrying out the study required by this subsection. , 

(3) The Advisory Committee shall, not later than 1 year after the date of enactment of 
this Act, prepare and submit to the Committee on Education and Labor of the House of 
Representatives and the Committee on Labor and Human Resources of the Senate a report on 
the study required by this subsection. 
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Bnitd States Senate 




COMMITTtt ON L»«0I1 AND 
HUMAN BESOURCES 

WASHINGTON. DC 20S10-«3O0 



March 3, 1993 



Ms. Lynn Bum«, Chairperson 

Advisory Committee on Student Financial 

Assistance 

Room 4600, ROB-3 

7th and D Streets, SW 

Washington, D.C. 20202-7582 

Dear Ms . Bums : 

In view of the current discussion regarding a direct loan 
prograjn, I thought it might be helpful if the Advisory Committee 
altered the study it has underway to simplify the Federal Family 
Education Loan Program. In particular, I would hope chat the 
Committee, once it has identified the manner in which 
simplification might best be accomplished in the current program, 
could compare a simplified current loan program with a direct 
loan program. 

AJ.SO, I would appreciate your giving serious consideration 
to the feasibility of simplifying the manner in which both the 
current loan program and a direct loan program might be 
delivered. Because of the changes made in the Pell Grant 
delivery system, I am especially interested in knowing if you 
believe either the current program or a direct loan program, or 
both, might use the Pell Grant system, as well as how it might be 
modified to accommodate use as a delivery mechanism for student 
loans. Is it, for example, possible to have one federal form, 
one processor, and one data base for all Title IV student aid 



I realiie fully how this might add to the workload of the 
Committee, but the matter is of such importance that I am very 
hopeful the Committee will be able to accomplish such an 
undertaking . 

With warm regards. 




•lalbome ifcll 

Chairman 

Subcommittee on Education, 
Arts and Humanities 
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(U.S. Senate ifpointe*) 
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Director of FiiunciaJ Aid Services 
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FOREWORD 

Congress created ihe Advisory Commiltec on Student Financial Assistance 
when it enacted the Higher Education Amendments of 1986. The Advisory 
Committee serves as an independent source of advice and counsel to the 
Congress and the Secretary of Education on student aid policy. Congress 
originally defined its purpose in statute: to provide extensive knowl«lge and 
understanding of Federal, state, and institutional programs of postsecondary 
student assistance; to provide technical expertise with regard to systems of 
need analysis and application forms; and to make recommendations that will 
result in the maintenance of access to postsecondary education for low- and 
middle-income students. 

The Advisory Committee's most recent focus comes from the changes made to 
the Higher Education Act of 1965 as amended by the Higher Education 
Amendments of 1992 and the Omnibus Budget Reconciliation Act of 1993. 
Congress has asked the Advisory Committee to conduct an evaluation of the 
Federal Direct Student Loan Program and the Federal Family Education Loan 
Program. 

The Advisory Committee's structure reflects the diversity of the contemporary 
financial aid community. College presidents, financial aid administrators, 
educational association executives, bank officers, guaranty agency executives, 
state higher education officials, and students have served on the Advisory 
Committee. Members are appointed by the leaders of the United States 
Senate, the House of Representatives, and the Secretary of Education on the 
basis of technical expertise and knowledge of student aid and educational 
policy. The eleven members serve in staggered terms of three years. 
Advisory Committee members and staff are listed in Appendix B. 
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EXECUTIVE SLfMNIARY 



Congress passed legislation during the last two years that has fundamentally altered the 
student loan programs. Congress included provisions in the Higher Education Amendments 
of 1992 to simplify and streamline the loan programs, expand repayment options, and 
increase loan limits, among many others. More recently, the Omnibus Budget Reconciliation 
Act (OBRA) of 1993 further modified the programs. OBRA created a phased-in FederaJ 
Direct Student Loan Program (FDSLP), in which loan volume will increase from five 
percent in academic year (AY) 1994-95 to at least sixty percent in AY 1998-99. OBRA also 
dramatically altered the financing of the FederaJ Family Education Loan Program (FFELP); 
the bill phased in a series of changes that reduced loan interest rates and subsidy levels to 
guarantors, lenders, and secondary markets and implemented risk-sharing with lenders and 
cost-sharing with states. 

House and Senate OBRA conferees directed the Advisory Committee on Student Financial 
Assistance to advise the Secretary and the Congress on the operation of both the FDSLP and 
the FFELP. The Advisory Committee's primary charge is to monitor all aspects of the 
implementation of the FDSLP and significant modification of the FFELP. The Advisory 
Committee' . approach flows from its previous, congressionally mandated loan simplification 
study that produced recommendations to reduce complexity in the FFELP and avoid 
complexity in the FDSLP. Using the loan simplification study as a framework, the Advisory 
Committee examined issue areas in both programs that corresponded to the timing of 
program changes and milestones for AY 1993-94. As a result, this report addresses partial 
implementation of the FDSLP and the preliminary or announcement effects of changes to the 
FFELP. 

The Department of Education successfully implemented numerous essential components of 
the FDSLP in a timely manner and put into place significant modifications to the FFELP. In 
spite of these achievements, important improvements are necissary in both programs. 

The Advisory Committee evaluated implementation of the FDSLP by examining the 
Department's progress in three broad issue areas. The areas consisted of program design 
and impUmtntation activities, systems design and implementation, and administrative 
structure and processes. 

The Department had less than one year to undertake fundamental program design and 
implementation ociiviiies to bring the FDSLP on-line for 1994-95 and plan for substantial 
growth in the FDSLP volume and institutional participation in subsequent years. The 
Department successfully initiated timely procurement of contracts, development of procedures 
for originating direct loans, publication of regulations, and forms preparation. However, the 
Advisory Committee believes that basic modifications to disbursement rules and certain terms 
ar.J conditions are necessary to avoid causing complexity and administrative workload in the 
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FDSLP. The Advisory Committee recommends that the Department tike necessary 
legislative or regulatory steps to improve program design. The Department should: 

• Ensure that FDSLP disbursement rules coincide with the Pell Grant and Campus- 
Based programs: and 

• Make terms and conditions berween the FFELP and the FDSLP identical by 
establishing long-term solutions to certain deferment problems, such as those affecting 
borrowers participating in medical residencies. 

The Department's systems design and implementation activities allowed the FDSLP to start 
up by July 1, 1994. The Department fulfilled the responsibility by developing software and 
mainframe specifications, establishing processes vital to the operation of the FDSLP, and 
designing the necessary interfaces between FDSLP data bases and existing data bases. 
However, improvements are required in the system design, the FDSLP processing system, 
dependence on the National Student Loan Data System (NSLDS), and software and 
administrative procedures to avoid a long-term negative effect on the FDSLP. The Advisory 
Committee believes that the Department, which no longer faces the original time constraints, 
must make necessary improvements to the FDSLP. The Department should: 

• Create a comprehensive FDSLP system design based on the latest technology that 
addresses current shortcomings in FDSLP operations: 

• Make key changes to the current FDSLP processing system that assure program 
integrity to prevent disbursements from multiple institutions and loans in excess of 
statutory limits: 

• Reassess the FDSLP's dependence on the National Student Loan Data System and 
clarify a contingency plan in the event that the system cannot perform the functions 
originally anticipated in a timely fashion: and 

• Modify the PC software ind administrative procedures to minimize complexity and 
workload for institutions: 

The Department established critical administrative structures and processes to implement and 
maintain the FDSLP. It handled management and stafTing needs, conducted the timely 
recruitment and selection of appropriate institutions for the AY 1994-95 FDSLP cohort, 
began the recruitment and selection process for the AY 1995-96 cohort, and addressed other 
administrative functions. The Department put important administrative structures and 
processes in place in a very short time. However, the Advisory Committee recommends that 
the Department should modify training and communications to facilitate institutional 
participation. In order to do so, the Department should: 

• Improve the timing and the techniques used for institutional training: and 
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• Improve communication between the Department and institutions currently 
participating in the FDSLP as well as institutions considering participation. 

The Higher Education Amendments of 1992 and OBRA incorporated provisions to streamline 
and simplify the FFELP in concert with phasing in the FDSLP. Despite concerns about 
FFELP stability during the implementation of the FDSLP, the program has remained healthy, 
in part because of a significant growth in loan volume in fiscal year (FY) 1994. In addition, 
other major changes to the program, such ai decreased subsidy levels and expected volume 
losses to the FDSLP, will not occur until July 1994 and July 1995, respectively. 

The Department addressed the transformation of the FFELP implementing initiatives during 
AY 1993-94 to avoid a possible collapse of the guaranty agency system. The initiatives 
included oversight of the orderly mergers of certain guaranty agencies, formation of a 
Transition Task Force and efforts by the Guarantor and Lender Oversight staff to ensure the 
stability of the guaranty agency system and creation of a Transition Guaranty Agency to deal 
with guaranty agency closures. 

The Advisory Committee's examination of the FFELP during AY 1993-94 was limited by the 
staggered implementation of program changes and by lack of access to Department data 
about the guaranty agency system and lenders of last resort. Despite these constraints, the 
Advisory Committee finds that the FFELP is stable, but believes that the Department must 
make improvements in the areas of monitoring lender witttdrawals and changes in lender 
policies, ensuring lenders-of-last-resort, and reassessing the viability of the National Student 
Loan Data System. The Advisory Committee proposes the following recommendations for 
improving the Department's oversight of the FFELP. The Department should: 

• Develop a system to monitor lender withdrawals from the FFELP and changes 
in FFELP lender policies that can affect access to loan capital; 

• Ensure that a lender-of-last-resort is available to all students; and 

• Reevaluate the planned FFELP dependence on the National Student Loan Data 
System to perform loan and delivery system functions, and develop a 
contingency that employs existing options. 

The Advisory Committee believes that implementation of these recommendations will ensure 
the development of an effective FDSLP and a smooth transition in the FFELP. In addition, 
the Department should take administrative steps to implement the Advisory Committee's 
recommendations to simply further the FFELP for students. Streamlining application 
documents and processes, minimiiing the number of guarantors and lenders, and 
standardizing guarantor and lender policies should be considered instruments of program 
simplification. 
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INTRODUCTION 

Congress has passed legislation during ihe last two years that has 
fundamentally altered the student loan programs. First, Congress 
included provisions in the Higher Education Amendments of 1992 to 
simplify and streamline the loan programs; the statute also authorized 
the Direct l-oan Demonstration Program. In addition, it made several 
significant changes to the Federal Family EducaUon Loan Program that 
included: expanded repayment options; increased loan limits; fewer 
deferment categories; an unsubsidizsd loan program; and requirements 
to standardize forms, processes, and procedures. More recently, the 
Omnibus Budget Reconciliation Act of 1993 further modified the 
programs. OBRA created a phased-in Federal Direct Student Loan 
Program, in which loan volume will increase from five percent in 
academic year 1994-95 to at least sixty percent in AY 1998-99. OBRA 
also restructured the FFELP by integrating Federal Supplemental Loans 
to Students (SLS) and the Federal Stafford Unsubsidized Loan Program 
1 and amending the lender-of-last-resort provisions. Perhaps most 
importantly, OBRA dramatically altered the financing of the FFELP. 
The bill phased in a series of changes that reduced loan interest rates 
and subsidy levels to guarantors, lenders, and secondary markets, and 
implemented risk-sharing with lenders and cost-sharing with slates. 

In addition. House and Senate OBRA conferees directed the Advisory 
Committee on Student Financial Assistance to advise the Secretary and 
the Congress on the operation of both the FDSLP and the FFELP. The 
Advisory Committee's primary charge is to monitor all aspects of the 
implementation of the FDSLP and modification of the FFELP. The 
Advisory Committee is required to report its obseivations annually over 
three years beginning in 1994 and make recommendations on the 
advisability of fully implementing the FDSLP in a final report due no 
later than January 1 , 1997. 

The Advisory Committee's evaluation is linked to its previous, 
congressionally mandated loan simplification study that produced 
reco.mmendations to reduce complexity in the FFELP and avoid 
complexity in the FDSLP. The results of the loan simplification study 
appear in the 1993 publication, Report on Student Loan Program 
Simplification. Congress incorporated a number of the 
recommendations into OBRA. Furthermore, the study established a 
framework for the Advisory Committee to assess the FDSLP and the 
FFELP based on principles that promote: streamlined application 
processes, decreased institutional and student burden, reduced number 
of loan programs, reduced number of parties with which students must 
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interact, siandardUed processes for obtaining and repaying loans, and 
integration of student loans into the Title IV delivery and tracking 
system. 

SCOPE OF THE REPORT 

This report reflects the Advisory Committee's observations for the 11 
months since the passage of OBRA. During this period, the 
Department of Education put into place essential administrative 
components of the FDSLP and implemented changes to the FFELP. 
However, the full effects of OBRA will not be observed for some time 
for a number of reasons. First, as Exhibit 1 shows, the FDSLP is 
phased-in over a period of several years. Second, as Exhibit 1 also 
illustrates, the modirications to the FFELP occur in stages; some of the 
most important changes, which will have significant impact on the 
programs, do not occur until July 1, 1994 and July 1, 1995. The 
timing of these program changes and milestones delays effects and 
prevents direct comparisons about relative effectiveness and costs in the 
near term between the FDSLP and the FFELP. Third, increased loan 
limits enacted under the Higher Education Amendments of 1992 are an 
important mitigating factor. The new loan limits produced a significant 
increase in FFELP loan volume in FY 1994, which has resulted in 
some delay in the impacts of OBRA on the FFELP participants, 
particularly guaranty agencies, perhaps until AY 199S-96. 

This combination of factors limits the scope of the first-year evaluation 
and this report. Nonetheless, the Advisory Committee was able to 
exsmine important processes related to preliminary implementation of 
direct lending and the anticipatory or announcement effects of the 
changes to the FFELP that will occur in AY 1994-95. 
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FEDERAL DIRECT STUDENT LOAN PROGRAM 

Congress transformed the relatively small Direct Loan Demonstration 
Program into a major program with the enactment of OBRA on 
August 10 1993. It presented the Department with the challenge of an 
11 -month implemenution schedule in order to begin making loans on 
July 1 1994 at institutions that account for approximately five 
percent of the FFELP's FY 1991 loan volume. The Department also 
fTccd the task of esublishing the FDSLP to accommodate sharp 
increases in loan volume beginning at five percent and rising to at least 
60 percent over a four-year period from AY 1994-95 to AY 1998-99. 

The Advisory Committee evaluated implemenution of the FDSLP by 
examining the Department's progress in three broad issue areas. The 
areas consisted of program design and implementation activities, 
systems design and implementation, and administrative structure and^ 
processes. The following narrative describes the Advisory Committee s 
observations and recommendations. 

PROGRAM DESIGN AND IMPLEMENTATION ACTIVITIES 

The Department had less than one year to create a program design and 
initiate basic implemenution activities that could bnng the FDSLP on- 
line for AY 1994-95 and that could accommodate substanual growth m 
the FDSLP volume and insUtutional participaUon in subsequent years. 
The Department successfully iniUated essential program design and 
implementaUon activities critical to the success of the FDSLP, 
including: 

Completion of a master calendar; 
Procurement on schedule of important contracts, such as 
software development, loan servicing, payment management and 
funds delivery, training, and evaluation; 
Development of procedure* for originating, servicing, and 
collecting direct loans; 

Publication of all regulations governing the program for ay 
1994-95 and certain regulations for 1995-96; 
ParticipaUon in negotiated rxilemaWng to develop regulauons for 
AY 1995-96 and beyond; , ^ , c ^ »m 

Establishment of the Free Application for Federal Student Aid 
(FAFSA) a$ the FDSLP application; and 
Production of promissory notes, deferment forms, and 
applications for loan consolidation on time for the July 1 , 1994 
implemenution date. 
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applications for the AY 1995-96 in response. The Department has 
addressed the issue for AY 1993-96 through a consolidation option. 
Although, at least one medical school has reconsidered its participation, 
the medical school community views the approach as an incomplete, 
short-term remedy. 

The Advisory Committee recommends that the Department take 
necessary legislative or regulatory steps in the area of program design 
and implementation activities to: 

• Ensure thai FDSLP disbunemenl rules coincide with the Pell 
Gram and Campus-Based programs. 

• Make term and conditions between the FFELP and the FDSLP 
identical by establishing long-term solutions to certain deferment 
problems, such as those affecting borrowers participating in 
medical residencies. 

SYSTEMS DESIGN AND IMPLEMENTATION 

The Department designed and' implemented systems that allowed the 
FDSLP to start up by July 1, 1994. The Dejartment fulfilled the 
responsibility by: 

• Developing and delivering on time software and mainframe 
specifications based on its EDExpress software package; 

• Esublishing processes vital to the operation of FDSLP, such as 
institutional draw-downs and distribution of funds through the 
Department's Payment Management System (EDPMS) and 
alternate disbursement; and 

• Designing interfaces for the FDSLP dau bases with existing 
data bases, such as the Central Processing System (CPS) and 
using the General Electronic Suppoit (GES) system to transmit 
information. 

The Department produced workable software, processes, and systems 
within a compressed time-frame. It also responded to a range of 
concerns about shoitcomings in the software that were identified by the 
Advisory Committee and institutions. 

Nonetheless, improvements are required in the system design, FDSLP 
processing system, dependence on the National Student Loan Data 
System, and software and administrative procedures to avoid long-term 
negative effects on the FDSLP. The Advisory Committee believes that 
the Department, which no longer faces the original time constraints for 
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starting up the FDSLP, must initiate systems and software changes lo 
design improvements. 

The software and sysiem lack a comprehensive system design. The 
Department has developed software and systems based on the original 
Federal Direct Loan Demonstration Program without an ongoing design 
assessment to accommodate the change to a large-scale FDSLP. The 
absence of a comprehensive design has produced two sets of problems. 
First, the current system relies on relatively outdated and unnecessarily 
time-consuming technology, such as batch processing rather than on- 
line communication. Second, operational shortcomings have emerged, 
which are represented by other issues in systems design and 
implementation described in this section. 

The FDSLP processing sysiem, similar lo other Title IV systems, permits 
disbursements to a borrower from more than one institution and allows 
certain students to receive loans in excess of statutory loan limits. 
Disbursements to a borrower from multiple institutions occur because 
of delays in the loan servicing system, caused by the Depanir.ent's 
procedural and technological approaches. Specifically, burdensome 
procedures for updating information after transmitting borrower records 
to the loan servicing system have created a disincentive for institutions 
to book loans (i.e., transmit origination, promissory note and 
disbursement data to the servicer) promptly. As a result, many 
institutions will delay transmission of loan data to the servicer until 
after disbursement, potentially permitting students to receive loans at 
multiple institutions. The system also uses batch processing rather than 
real-time, on-line processing, which delays communication with 
institutions. 

Certain borrowers can receive loans in excess of loan limits because the 
software and loan servicing system do not capture critical data elements 
or conduct important edits. For example, the institutional FDSLP 
software and the loan servicing system do not have data fields for 
cumulative debt, and thus cannot flag borrowers who have reached 
aggregate maximum loan levels. The National Student Loan Data 
System was to track loan limits, but NSLDS is not yet operational. In 
addition, the Department did not design the loan servicing system to 
capture dependency status, a criterion for determining borrower annual 
loan limits. The Department has linked the loan servicing system to 
the Central Processing System, which contains dependency status data; 
however, the loan servicing system apparently does not contain an edit 
for dependency status to ensure that dependent students, eligible for 
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lower amounis than independent students, do not re, we loans in 
excess of statutory limits. 

ne Department cannot depend in the near-term on the National Student 
Loan Data System to track aggregate loan limits or other Junctions for 
the FDSLP The Department had planned to use NSLDS under the 
assumption it would be fully operauonal by start-up of the FDSLP. 
However NSLDS, originally scheduled to be operauoral by July 1, 
1993 hai been subject to a series of delays that prevented the system 
from"coming on-line by July 1, 1994. the FDSLP implementauon date. 
Although a fill 1994 start up now is anticipated, the massive task of 
populating the data base with the guaranty agency records naded to 
track aggregate loan limits is scheduled to take place throughout the fall 
and winter of 1994. Additional delays are possible becauK the 
Department is reexamining the role and functions of NSLDS and how it 
fits with other Title IV systems. Furthermore, the link between 
insututions and NSLDS to permit submission of Student Status 
Confirmation Reports will be phased in at inslituuons over a penod of 
years As a result, the Department has initiated an alternate mechanism 
for collecting enrollment data through the FDSLP servicer. 

The PC software and associaied administrative procedures designed by 
the Deparmem produce complexity and increased workload for 
institutions using the FDSLP PC software. Institutions usmg mainframe 
computers have not experienced these problems. For example, the 
FDSLP PC software is loan-specific rather than borrower-specitic. it 
requires instiiuuons to key and rekey a significant amount of 
information on all borrower records and to create separate loan records 
to certify subsidized and unsubsidizcd loans. In addition, instiluuons 
must engage in a time-consuming manual process to transmit and 
receive data that involves downloading and uploading informauon to 
and from EDExpress and expEDlte, the Department's communications 
software package. Further, the Department has provided software 
designed primarily for IBM-compauble hardware; insutuuons with 
Macintosh computer hardware are required to correct the software 
resulting in extra processing time and steps for these insutuuons. 
However, the Department has announced plans to implement the 
necessary improvements. 

The Advisory Committee has developed four systems design and 
implementation recommendations. The Department should: 
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• Creole a comprehensive system design based on the tales: 
technology that addresses current shortcomings in FDSLP operations 

• MaJce key changes to the current FDSL" pr.ussing system that 
assure program integrity to prevent disbursi mtnts from multiple 
institutions and overawards. 

• Reassess the FDSLP's dependence on the National Student Loan 
Data System and clarify a contingency plan in the event thai the 
system cannot perform the /unctions originally anticipated in a 
timely fashion. 

• Modify the PC software and administrative procedures to 
minimize complexity and workload for institutions. 

ADMINISTRATIVE STRUCTURES AND PROCESSES 

The Department succcssfuUy established critical administrative 
strictures and processes to implement and maintain the FDSLP lu 
activities in this area included: 



• Handling management and staffing needs; 

• ConducUng the Umely recruitment and selecUon of appropriate 
insUtuUons for the AY 1994-95 FDSLP cohort: 

• Beginning the recruitment and selection process for the AY 
1995-96 institutional cohort; 

• PrompUy issuing task orders for training in AY 1994-95 and AY 
1995-96; and 

• Providing certain communications and customer services. 

Tlie Department addressed management and suffing needs by 
assembling a management team, known as the Direct Loan Task Force 
to lead implemenution of the FDSLP. It also arranged to hire 
consultants and permanent staff to assist with internal program 
operations. 



The Department selected the first cohort of institutions by 
November 15, 1993, choosing 104 institutions from over 1,100 
institutional applicants. The first cohort meets OBRA's target of five 
percent of FY 1991 FFELP volume (approximately $730 million) 
Large public institutions provided the anticipated majority of the AY 
1994-95 volume. Eighteen public institutions represent an estimated 67 
percent of the volume. 

The Department also moved qu-ckly to select the second cohort which 
will begin lending in AY 1995 1 by designating eligible institutions 
that applied, but were nt relecwd, for the first cohort and by accepting 
additional applications o . roUing basis. To date, 1 ,174 institutions 
have bt«n named for the . cond cohort, representing a reportid total 
loan volume of more than 30 percent of FY 1991 FFELP's volume 
The AY 1995-96 target is 40 percent. 



10 



14V 



143 



The Depanmem was prompt in issuing usk orders to produce a training 
program for the first cohort on program specifications and software 
operation. The tight implementation schedule for the FDSLP affected 
the development of the workshops, which began in January 1994. 
Training had to be divided into two modules retiuiring institutions to 
attend two sets of workshops since cash management procedures and 
software were not ready until April 1994. 

The Department recognized the importance of communications with 
institutions by initiating a customer service and technical support 
system that included making the Direct Loan Task Force highly visible 
and accessible. As a service to institutions, the Department also 
developed loan counseling brochures and videos. 

The Department effectively put important administrative structures and 
processes in place in a very short period. However, the Advisory 
Committee finds that improvements are needed in training and 
communications to facilitate institutional participation. 

77k Department conducted FDSLP training late in the AY 1994-95 
award cycle and employed limited training techniques. The Department 
scheduled training workshops for AY 1994-95 to extend from January 
to April 1994, thus providing important information too late for 
institutions that began packaging early in the calendar year. The 
Department has responded to feedback from institutions and will begin 
initial training of the new institutions in July 1994. However, the 
Department plans to maintain the original January through April 
schedule for up-date training. 

The Department relied on printed materials distributed to trainees at the 
workshops from which instructors very often read aloud. Although the 
workshops provided hands-on training for the software, these sessions 
were often too rushed for trainees to acquire the experience they 
needed. The challenge of providing meaningful training for AY 1995- 
96 is considerably greater because the Department will be bringing as 
many as 2,000 institutions into the FDSLP. 

77k Department's ability to communicate effectively about the FDSLP 
has not been consistent, creating difficulties for both FDSLP institutions 
and institutions considering participation. The Department had 
esublished an electronic bulletin board to network FDSLP institutions 
with the Department. The project suffered from contract problems, 
became inoperable soon after being brought on-line, and could not 
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provide the communication services expected in advance of AY 1994- 
95 implemenution. The Depanment apparently did not have an 
adequate backup plan for disseminating information when the electronic 
bulletin board did not function. However, the Department subsequently 
produced a series of periodic bulletins for institutions and recently 
made the elecuonic bulletin board operational. 

Institutions considering participation in the FDSLP also had trouble 
obtaining information. The Department did not provide regular 
mailing: about the program and did not shaie technical materials. 
Institutions could request training manuals from the Department's 
Public Inquiry Contractor (PIC); however, the Department did not 
inform schools of this availability. Although the Department is 
working on the problems, continued inability to provide information 
about the FDSLP quickly and easily could reduce institutional interest 
in the program. 

The Advisory Committee proposes two reco.nmendations for 
administrative structure and processes: 

• Improve ihe timing and the techniques used for institutional 
training. 

• Improve communication between the Department and insliluiions 
currently participating in the FDSLP as well at institutions 
considering participation. 

A compilation of the Advisory Committee's recommendations for the 
FDSLP appears in Appendix A. 
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FEDERAL FAMILY EDUCATION LOAN PROGRAM 



The Higher Education Amendments of 1992 and the Omnibus Budget 
Reconciliation Act of 1993 incorporated provisions to streamline and 
simplify the Federal Family Education Loan Program and to achieve 
signiOcant cost savings. The streamlining and simpliOcaUon provisions 
consisted of requiring a cmmon FFELP application and revising the 
FFELP's financing structure over time to encourage a reduction in the 
number of lenders and a consolidation of guaranty agencies. 

Despite concerns about the stability of the FFELP through the FDSLP 
implementation, the program has remained healthy. In FY 1994, the 
FFELP experienced a significant growth in loan volume as a result of 
expanded loan limits enacted by the Higher Education Amendments of 
1992 as Exhibit 2 indicates. The substantial increase in loan volume 
has had the effect of red..cing the impacts of OBRA's modifications to 
the FFELP's financing structure that, for 1993-94, included: mulUple 
disbursements of PLUS loans; lender payment of a .5 percent lender 
origination fee; payment of a monthly fee to the Department by Federal 
Consolidauon Loan holders, based on the volume of their portfolios of 
these loans; and claim payments to lenders of 98 percent. 

The effects anticipated from the statutory provisions also have been 
minimal not only as a result of increased loan volume, but also because 
other major changes io the program, such as decreased subsidies and 
expected addiuonal volume losses to the FDSLP, will not occur unUl 
July 1994 and July 1995. 

TTie Department addressed the transformation of the FFELP by 
implemenung the following initiatives during AY 1993-94 to avoid a 
possible collapse of the guaranty agency system: 

• Oversight of the orderly mergers process of certain guaranty 
agencies; 

• Formation of a Transition Task Force and efforts by the 
Guarantor and Lender Oversight staff to ensure the subility of 
the guaranty agency system; and 

• Creation of a TransiUon Guaranty Agency to deal with guaranty 
agency closures. 

The Department oversaw the merger of the Puerto Rico Higher 
EducaUon Assistance CorporaUon with the Great Lakes EducaUon Loan 
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Corporation, with other mergers likely to take place in the coming 
years. The Student Loan Fund of Idaho ceased operation on 
June 30, 1994, and has merged with Northwest Education Loan 
Association. The Maryland Higher Education Loan Program, which 
stale legislation abolished effective July 1996, is cunenlly seeking an 
agency with which to merge. The Mississippi Guaranteed Student Loan 
Agency also will merge with an undetermined agency. 

To facilitate orderly mergers, the Transition Task Force began visits to 
five of the most financially stable guaranty agencies to assess their 
capacity and willingness to assume other agencies' portfolios. The 
Transition Task Force also planned visits to agencies that probably 
cannot survive another five years to obtain from each a realistic 
assessment of their solvency and to provide them with an opportunity to 
consolidate with stronger agencies. In addition, the Guarantor and 
Lender Oversight staff obtained reports on individual institutional loan 
volumes held by each guarantor, giving the Department data to predict 
any agency's loss of volume when an institution chooses to participate 
in the FDSLP. 

Other oversight activities involved closer scrutiny of guaranty agency 
activities during AY 1993-94. The Guarantor and Lender Oversight 
staff served notice to the Education Assistance Corporation of South 
Dakota of the Department's intent to terminate its agreiment based on 
significant administrative irregularities, an action that the agency is 
appealing. It also required one guaranty agency to restore four million 
dollars to its guaranty agency reserves that were inappropriately spent 
on state scholarships. In addition, the Department used the negotiated 
rulemaking process to determine a common formula for establishing 
guaranty agency reserve levels for all future measures of guarantor 
solvency with minimum levels to be enforced beginning in 1995. 

The Department also undertook the unprecedented action of establishing 
the Transition Guaranty Agency (TGA). TGA is designed to manage 
an insolvent agency until another guaranty agency is able to assume the 
portfolio. The existence of TGA increases the options available to the 
Department and strengthens its position in discussions with guarantors. 

The Advisory Committee's examination of the FFELP during AY 
1993-94 was limited by the phased implementation of program changes 
and by lack of access to Departmental data concerning the financial 
health of guaranty agency system and lender-of-last-resort agreements. 
Despite these constraints, the Advisory Committee finds that the 
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FFELP shows signs of stability, but believes thai the Department must 
address shortcomings in its approach to avoid future problems. These 
shortcomings are in the areas of monitoring lender withdrawals and 
changes in lender policies, ensuring lenders-of-last-resort, and 
reassessing the viability of the National Student Loan Data System. 

The Department has not established a system to monitor significant 
changes in lender FFELP policies and lender withdrawals from the 
program. Access to loan capital does not appear to be in jeopardy as 
evidenced by the increase in FFELP volume in FY 1994. While 
smaller banks may be leaving the program, only one major lender-- 
NationsBanIc--has announced a decision to withdraw. However, the 
Department believes that FFELP capital will remain in ample supply. 
Consequently, it has not established a systematic mechanism to monitor 
lender participation or loan access. This could leave the Department 
unprepared for market shifts in lender participation and delay delivery 
of loan funds to students as institutions search for alternate lenders. 

Lender-of-last-resort programs do not appear to be available to all 
students. Congress clearly intended that lenders-of-last-resort be 
available to all students either through the Student Loan Marketing 
Association (Sallie Mae) or the guaranty agencies. The Department 
entered into a $200 million agreement with Sallie Mae during the 
second quarter of FY 1994 to assure unimpeded access to lender-of- 
last-resort loans. Amid sporadic reports from the financial aid 
community of access problems, especially for proprietary schools, the 
Department has not shared Retails of its lender-of-last-resott plans or 
the states' that have approved programs. However, anecdotal 
information suggests that a number of states do not have operational 
programs because guaranty agencies are concerned about the 
i;>epartment's policy to count defaults from these loans against 
reinsurance trigger rates, even though the loans themselves are 
reinsured at 100 percent. 

Tht National Student Loan Data System has yet to become operational. 
Congress authorized NSLDS in 1986 to serve as a centralized source of 
information about bonowers' indebtedness and as a management tool to 
oversee the FFELP. The reasons for delay in implemenution are 
twofold. First, the Department has grafted additional functions to the 
project so that the vast amount of data now needed to operate the 
system potentially threatens its viability. Second, some required dau 
are not readily available from the guaranty agetKies, which will have to 
rely on lenders for daU at a lime when the transition to the FDSLP and 
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changes to the FFELP are likely to result in guarantors and lenders 
leaving the program. Also, the quality of the data is questionable given 
historical problems with tape dump data provided by guaranty agencies 
to the Department. 

Once NSLDS does become operational, the transmission of the amount 
of data necessary to maintain the system is likely to reduce its capacity 
for lenders and institutions to query for information. This may mean 
that the system will not be able to perform certain functions, possibly 
for years, such as processing Student Status Confirmation Reports and 
financial aid transcripts. In this regard, the Department's development 
of NSLDS was not conducted in the context of broader delivery system 
issues; nor has the Department created a contingency plan for the 
interim, which could include employing existing options. 

The Advisory Committee proposes the following recommendations for 
improving the Department's oversight of the FFELP. The Department 
should: 

• Develop a system to monitor lender withdrawals from the 
FFELP and changes in FFELP lender policies that can 
affect access to loan capital. 

• Ensure that a lender-of-lasi-resort is available to all 
students. 

• Reevaluate fully the planned FFELP dependence on the 
National Student Loan Data System to perform loan and 
delivery system functions, and develop a contingency that 
employs existing options. 

In addition, the Department should take administrative steps to 
implement the Advisory Committee's recommendations to simplify 
further the FFELP for students. The Advisory Committee's 
recommendations resulting from the Loan Simplification Study provided 
concrete steps that could be taken to simplify the program. 
Streamlining application documents and processes, minimizing the 
number of guarantors and lenders, and standardizing guarantor and 
lender policies should be considered as instruments of program 
simplification. 

Appendix A contains recommendations for the FFELP in combination 
with its recommendations for the FDSLP. 
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APPE^^DIX A 

RECONLMENDATIONS FOR THE FEDERAL STUDENT LOAN PROGRAMS 
FDSLP 

Program Design and Implementation Activities 

• Ensure that FDSLP disbursement rules coincide with the Pell Grant and Campus- 
Based programs. 

• Ensure identical terms and conditions between the FFELP and the FDSLP by 
establishing iong-term solutions to certain drferment problems, such as those 
affecting borrowers participating in medical residencies. 

Systems Design and Implementation 

• Create a comprehensive system design based on the latest technology that 
addresses current shortcomings in FDSLP operations. 

• Make key changes to the current FDSLP processing system that assure program 
integrity to prevent disbursements from multiple institutions and loans in excess qf 
statutory limits. 

• Reassess the FDSLP's dependence on the National Student Loan Data System and 
clarify a contingency plan in the event that the system cannot perform the 
Junctions originally atuicipated in a timely fashion. 

• Modify the PC software and administrative procedures to minimize complexity and 
workload for institutions. 

Administrative Structure and Processes 

• Improve the timing and the techniques used for institutional training. 

• Improve communication between the Department and institutions currently 
participating in the FDSLP as well as institutions considering participation. 



FFELP 



Develop a system to monitor lender withdrawals from the FFELP 
and changes in FFELP lender policies that can affect access to 
loan capital. ■ 

Ensure that a lender-of-tast-resort is available to all students. 

Reevaluate fully the planned FFELP dependence on the National 
Student Loan Data System to perform loan and delivery system 
funaions, and develop a contingency that employs existing 
options. 
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Mr. Robert A. Kralg 
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Dr. Wlliam C. Hiss 
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Bates Collete 
Lewiiton. Maine 
(U S. Senate appointee) 

Dr. Joseph U McCormick 
Executive Director 

Aluka Comoiiiaion on Poiuecondary Education 
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Chairman Hoekstra. Mr. Reyer. 

STATEMENT OF OTTO REYER, ASSOCIATE VICE CHANCELLOR 
AND DIRECTOR OF STUDENT AID, UNIVERSITY OF CALIFOR- 
NIA, IRVINE 

Mr. Reyer. Thank you, Mr. Chairman, Members of the commit- 
tee. I m Otto Reyer, and my position is Assistant Vice Chancellor 
and Director of Financial Aid at the University of California, 
Irvine. I've been at UCI for 22 years. 

During those 22 years, I have seen most of the current financial 
aid programs come into existence and some go out of existence. My 
testimony today was to focus on the direct loan program, and most 
of the people that were here have described exactly what is occur- 
ring at the University of California, Irvine. My testimony goes into 
a little more detail than that in terms of the actual process for a 
student, but I'd like to just give you a little history. 

Fifteen years ago I approached a bank here in the United States 
to see whether or not we could arrange for them to transfer dollars 
directly to the University, and I would FedEx them the applica- 
tions. I would guarantee, if the guaranty didn't come through the 
agency, that we would buv back the loan. I'm still waiting for a re- 
sponse from that bank, because I was looking for a way to get 
funds to students, because the program was symptomatically bro- 
ken. 

We could not get funds in the hands of students. Twelve years 
ago, I discussed with the University whether or not we should be- 
come a lender. We could lend to graduate and professional stu- 
dents. If we could build a program that worked for graduate and 
professional students, maybe we could lend to undergraduates in 
this program. 

That didn't work out because of capital, but I've tried all dif- 
ferent ways to try and make the process work for students, the rea- 
son being it takes under the current program with FFELP for us, 
when we were in it, anywhere from 30-45 days from the start of 
the process to get the student the money, and we were losing stu- 
dents during the process. 

At one point in 1993, in the fall of 1993, we had to issue 1,100 
emergency loans so students could pay fees, because the FFELP 
check wasn't there. Now I understand, it has gotten a lot better, 
and I think that's wonderful; because the winner in this game is 
the student. 

It is not the FFELP program. It is not the Department of Edu- 
cation. That's not why all these people are here. It's trying to get 
the student the money so they can go to school. If we don't have 
that, we don't have the education. We don't have the things Con- 
gressman Goodling talked about. We dcn't have the things Senator 
Simon talked about. They're not there. 

Let me give you two examples. We have a Regent's Scholar stu- 
dent, our highest honor, comes in and walks on the basketball 
team, makes the team, is wonderful, biological — biology student, 
who goes through school, does wonderful, plays basketball. His sen- 
ior year, his fifth year, he was a redshirt for one year and was 
studying for the MCATs. 
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He then decided that his fifth year, because he didn't qualify for 
the Regent's Scholarship any longer, that he wanted a loan, and he 
came into my office, and he said, can I get the loan this year? I 
said, what do you mean? He said, well, if I go through the normal 
process, the story I heard was it's going to take 30-45 days to get 
the loan. 

I said, no, we're in a new program. We can get you the loan with- 
in 48 hours. He said, okay, I'll take it, he said, because otherwise 
I'm going to have to borrow from my friends. That student was just 
accepted at Stanford Medical School. Those are the kind of dif- 
ferences we can make when we can service the student. 

FFELP is doing that now. They are starting to move on different 
things that work to help students, and those are the important 
things that we're about that we need as tools in the financial aid 
offices. 

Thank you very much. 

[The prepared statement of Mr. Reyer follows:] 
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Otto W. Reyer 



Assistant Vice Chancellor and 



Director of Financial Aid 



University of California, Irvine 



Mr. Chainnan and membeis of the Cotnmittee, Tm Otto Reyer and my position is 
Assistant Vice Chancellor and Director of Financial Aid at the University of Qdifomia, 
Irvine. I have been at UCI for 22 years. 

During those 22 years I have seen most of the current Fmancial Aid Programs come 
into existence and ethers go out of existence. My testimony today will focus on the Direct 
Loan Program and its comperison of our involvement with the Federal Family Education 
Loan Program (FFELP). 

In the mid to late 1980"$ the California Student Aid Commission (CSAQ approached 
UCI to be in a pilot program of electronic access and input of FFELP loans to that agency for 
guarantee. This process was the pilot for the current electronic process used by CSAC. 

Here is how the process worked: 

1. Student completed a Free ApplicaticMi for Federal Student Aid (FAFSA). 

2. The application would be processed by the private contractor for the 
Department of Education. 

3. Vrs results were electronically transferred to UCI. 
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4. UCl iletermined if the student qualified for the F^FELP loan. 

5. The student returned acceptance of the FFELP loan. 

6. UCI transmitted (electronically) the data regarding the FFELP loan. 

(I would also state that we were one of 10 campuses using the electronic 
process. Other institutions had an additional step for students, in that they had 
to fill out a separate application and the Financial Aid office had a section that 
it had to complete.) 

7. CSAC sent to the student's home address an application/promissory note. 

8. The student then sent the application/promissory note to the bank. 

9. The bank processed the application/promissory note and forwarded a check to 
UCI. 

At the time UCI was in the FFELP Program, this was the most sophisticated 
processing of FFELP loans available through CSAC. There were times when students had no 
idea where their application/promissory notes and/or check were in this process. Once UCI 
sent the data to the CSAC, we were in the dark as to where the paperwork might be. 
Student's would come to our office, many who were very iiate, trying to find their check. At 
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times it took 30-45 days to locate where the loan was in thn processing and if a student had 
to pay fees, UCI had to process an emergency loan. Jn Fall of 1993 we issued over 1 100 
emergency loans for students whose FFELP loans had ikj* atrived at UCI. 

I can't tell you the number of parents who called my boss or the C3umcellor to 
complain about not having their parent loan to pay the cost of going to the University. 

These calls and students coming to our office put a tremendous amount of stress on 
my staff. That stress was nothing compared to the stress that was put on the students and the 
parents. 

Then came the advent of the Direct Loan Program. I will tell you up front that the 
thouglit of being able to process loans in our office was so exciting that we were the first 
University of California campus to support the con^spt of Direct Loons. 

In dest ribing how the Direct Loon Program works at UCI, the first five steps of the 
FFELP loan are the same for the Direct Loan. At UCI, with Direct Loans, the following 
happens: 

1. The student is sent a Direct Loan promissory note from UCL 

2. The student sends the promissory note back to UCI. 
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3. The student receives the check. 

As you can see, the process is tremendously simplified. Should the student or parent 
not receive the promissory note, we can instantaneously produce another note, have the 
student sign it and pxxiuce their check immediately if necessary. 

Direct Loans work, they work for UCI, they work for the student, they work for 
parents, and they work for the United States Govenunent In the process of implementing 
Direct Loans, we have received great support from the Department of Education. In pest 
years, that statement would have been an oxymoron. Today it is not If you call the 
Department, they will pick up the phone and answer you in a polite and couiteous manner. 
They even return phone calls. 

Another key element with Direct Loans, is the Department has contracted with a 
private corporation to run the Direct Loan Program. This private corporation, AFSA, is the 
same company that all the ttujor secondary markets and banks use to service the FFELP loan 
program. When we call them with a question, and there have been questions, AFSA has been 
very responsive. In any pilot program, and UCI has been involved in most State and Federal 
pilots, there are going to be challenges. We knew this when we signed up for the Direct 
Loan Program. Every challenge we have faced has been solved. These solutions have come 
fiiirly easily. The three partners in the process (University, Department, AFSA) have worked 
rfell together. The Institutions that are coming onboard in year two of the Direct Loan 
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Program will face an easy tnnsition into the Ditect Loan Program. 

The advent of the Direct Loan Program has given UCI the time to meet with students 
and counsel them on the S4)p(t>ptiateness of getting into fiiumcial debt. We would not have 
the time if we were still calling banks, guarantee agencies and sometimes even the post office 
to locate a FFELP loon. 

Thanlc you for allowing me to testily and let me invite all of you to visit UQ and sec 
how the Direct Loan system works at my Institution. Should you have any questions I would 
be more than glad to answer them. 
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Chairman Hoekstra. Thank you very much to the panel. It's 
kind of interesting. Does Maine still provide through the private 
sector student loans? 

Mr. Pierce. Does it what? 

Chairman Hoekstra. Does Maine — ^You said that 20 years ago 
or whatever, before the Federal Grovemment got into the busi- 
ness — ^Is that still part active in the marketplace? 

Mr. Pierce. Actually, when the guaranty agency came into being 
in 1965 after the Act, the private sector took that money and 
turned it over to the guaranty agency as part of the money. So it 
continued on, but they didn't run it anymore. They let the State 
agency run it. 

Chairman Hoekstra. Listening to all the testimony, I'm hear- 
ing — I don't think there is any disagreement that the intent is to 
develop as effective and as efficient system as possible. You know, 
the last thing we want to do is keep kids out of schools because 
of their inability to get a Federal loan. 

If we can — banks can process car loans in 48 hours or 24 hours, 
and now I hear mortgages in west Michigan at least are going to 
be processed in something like less than five days or three days, 
it shouldn't be all that much more difficult to process a student 
loan. 

I hear that, whether you're in either one of the programs right 
now, both programs appear to be working significantly better, one 
than what was in place before and one that was working — ^maybe 
than what it was working three or four year ago. The only ingredi- 
ent or the only change appears to be perhaps that we introduced 
competition into the system. 

I'm not sure where that leads me personally, because I hate for 
the Federal Government to be running or somehow co-sponsoring 
two different programs in the sake of competition. It's an interest- 
ing concept, but I'm not sure how affordable that is in the long run 
for us to do. 

What kind of— We talk a lot about the students. What kind of 
risk did any of the institutions — ^you know, any of the colleges — 
have with either one of the progrjuns? I mean, there is no cost in- 
volved other than, what, the level of service that you decide to pro- 
vide to your students? 

Ms. HOOYMAN. What we have found is actually reduction in costs 
for administering under direct loans. In terms of liabilities, we see 
no greater liability under the direct lending program than we do 
under the FFEL program. Does that answer your question? 

Chairman Hoekstra. Yes. I mean, there is really— That's the 
level of— You have administrative cost. You have the level of serv- 
ice that you can provide. 

Ms. Hooyman. Actually, better service has come about as a re- 
sult of the direct lending program. As mentioned in my testimony, 
we've really been able to redirect our staff to do other student serv- 
ice initiatives that are really better serving our students than 
doing a lot of check chasing. So that's been a real enhancement for 
us. 

Chairman Hoekstra. Dr. Reyer, were you going to say some- 
thing? 
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Mr. Reyer. I would just say that, the first student to come in 
with a promissory note was a medical student this summer, and he 
came into my medical school office and said, here's a promissonr 
note, now when do I get the check? We said, well have your check 
in about 48 hours, and he got into an argument with the technician 
because he just thought he had had enough lies from the financial 
aid office on these loan things and did not oelieve her. 

Because of the direct loan program, she was able to put it in, get 
it through Accounting, and get the student the check. Now we ve 
built a system that they know— students know that it's 30-45 days 
to get the check under the old program, because of all the different 
things and maturations it has to go through, and we're talking 
about 48 hours. 

That's a gigantic difference with the direct loan program. We 
have the same liabilities under both programs, as far as I'm con- 
cerned, right now. 

Ms. Ryan. I don't know if that's completely true. I really can't ad- 
dress the promissory note issue. I just know that under the FFEL 
program I have no liabilities on promissory notes on the program, 
and I understand that there are not significant liabilities for 
schools, but failure to properly execute a note would be a problem, 
I would think, under direct lending. 

Ms. HooYMAN. But there are also tremendous liabilities in check 
handling. That was probably one of the biggest liabilities we car- 
ried institutionally, was that of handling 4,000 checks and how we 
handled that and when we disbursed it, and if we disbursed it late, 
did we do it right. That's where our phone calls were really con- 
centrated. So there were great liabilities in check handling. 

Ms. Ryan. New initiatives as well— I mean, the ELM system can 
provide ibr automated check deposit. There's an awfiil lot of inno- 
vations that are out there that would mirror direct lending. I mean, 
a number of the same efficiencies that are being brought to cam- 
puses under direct lending are available now under the FFEL pro- 
gram with some of these new innovations. 

Chairman HoeKstra. My time is up. I will yield to Mr. Scott. 

Mr. Scott. Mr. Chairman, I just have a couple of questions. I 
think it was Dr. Ryan who mentioned virtually paper free trans- 
actions. Can you describe the old system and the new system in 
terms of the paperwork? 

Ms. Ryan. Well, under the old system a student would bring in 
a paper application for a student loan and turn that in. We would 
process that separately from the rest of the financial aid programs 
that we would be administering, and then that paper application 
would get certified, sent to a bank, then sent to get a guarantor 
from the guaranty agency, sent back. Ultimately a check would ar- 
rive at the campus, and then the check would be disbursed to the 
student. 

Under the new method of processing Federal agency loans, we're 
not quite where we want to be with respect to electronic application 
means. We still have to have a separate application, common appli- 
cation emanating from the lenders, but tnere's been tremendous 
changes in the way in which we actually process. 

It's folded into our regular student aid processing, the other Title 
IV programs we administer. Data is electronically shipped to a 
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service bureau. The guaranty is obtained. Everything is done com- 
pletely electronically, and ultimately a master check arrives at the 
campus, which is then deposited to individual student accounts. So 
we don't have the same check problems that we used to under the 
old method of dealing with FFEL. So it's a very different process 
^hsuEi it wfls 

We still have the impediment, though, of not being able to use 
FAFSA to apply for the loan. That's still an impediment for us. 
Mr. Scott. Use what? 

Ms. Ryan. Use the Free Application for Student Aid. We still 
have a separate process for that. 

Ms. HOOYMAN. I think one real impediment that remains is just 
the fact that you have the various layers of bureaucracy, and that 
is why we opted for direct lending, because again when we are 
looking at direct lending, we are controlling it entirely in house. 

Almost any model that includes lenders and guarantors vfiU. 
mandate that the school has to do some type of communication 
with those agencies, those outside sources, if indeed there is a 
problem of any kind for that student. It's going to be very difficult 
to operate in a vacuum without their input, if there is something 
wrong. 

That's been— For Hope College, that's been the real enhancement 
for my student population. When that student comes in with a 
question, I immediately have an answer for him. So I think you can 
see here the variety of needs at institutional levels, and it's really 
helped us tremendously. 

May I add one other comment on a subject — I know that there 
are concerns in the area of repayment. I heard Mr. Goodling bring- 
ing that to bear. I think it's a misnomer to think that institutions 
are not highly concerned about the quality of repayment and the 
collection efforts made on behalf of their students. 

When we have graduates coming put of Hope College, it's ex- 
tremely important that we have good rapport with those students. 
We want them to be good alumni with our institution, and that 
was another mtoor reason we went into direct lending, so that we 
had one servicer dealing with our students; because many of our 
students and parents were very frustrated that their loans were 
being sold. 

I would have parents who were on my staff at my college coming 
in saying, I have a Plus loan, and I don't even know who is holding 
it; I don't know where it is; I don't even know who to pay, That 
was why we wanted to get away from in direct lending. 

Mr. Scott. Who do they pay with you? 

Ms. HooYMAN. Pardon? 

Mr. ScOTT. Who do they pay? 

Ms. HoOYMAN. The servicer, the Federal Government, one 
servicer throughout the life of the loan. That will be AFSA Cor- 
poration, all of the collections occurring through AFSA. 

Mr. Scott. How much contact do you have in this process with 
the Department of Education? 

Ms. HoOYfviAN. My contact has been really stellar this year in 
terms of any problems we had. My staff would call in if we had any 
questions or problems. We had immediate responses within any- 
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where between 24 and 48 hours. So it's been excellent in any inter- 
actions we've had with them or with the servicers. 

Mr. Scott. Do you have confidence that the Department of Edu- 
cation can respond like that when you go to 100 schools to 2,000 
schools? 

Ms. HOOYMAN. I really believe they are committed to do that. 
They have really expanded their staffing. They have assigned ac- 
count managers out to all of their regional offices to help us region- 
ally to bring up the program. So I think that will be a real en- 
hancement for us. 

Mr. Scott. So you're not concerned about their ability to re- 
spond? 

Ms. HoOYMAN. To date, I have not been. I see nothing to give me 
cause for concern in that area. 

Mr. Scott. Any other comments? Thank you, Mr. Chairman. 

Chairman Hoekstra. Phyllis, I might just ask you to look to 
your left to see if there might not be any concern about it, because 
1 was going to ask Dr. Ryan. It appears that — and Mr. Pierce also 
mentioned it in his testimony, that— You know, I think Mr. Pierce 
said something like, you know, let's have the Education Depart- 
ment treat both programs fairly and with the same level of sup- 
port. 

I think Dr. Ryan mentioned in her testimony the ELM program 
which right now— Is it correct that the Education Department is 
prohibiting you from using this program? 

Ms. Ryan. No, that's not exactly correct. What we are precluded 
from using is an electronic application for financial aid, which the 
ELM project fully envisions. They have developed a disk applica- 
tion that looks exactly like the paper FAFSA form used by the De- 
partment of Education, but we are precluded from using that be- 
cause of statute. 

Now I can't speak for ELM and where they may be in their uelib- 
erations with the Department, but I do know that we would love 
to have some better cooperation there with respect to being able to 
use some of the technology that the private sector is developing. 

Chairman Hoekstra. You said by statute. You mean it's our— 
It's a Congressional — It's our problem or it's a rule and regulation 
out of Education Department. 

Ms. Ryan. Gee, somebody help me with the right term. 

Ms. Fawthrop. It's statutory. 

Chairman HOEKSTRA. Statutory. Well, I'm sure Mr. Scott will 
join me in offering that in a bipartisan way on the first day of cor- 
rections day, that perhaps we can correct that and, you know, have 
the — ^get the Education Department out from some rules and regu- 
lations that we have imposed on them. Yes, go ahead. 

Ms. Fawthrop. Mr. Chairman, certainly, the goal here is to 
make the process for financial aid through the Federal system as 
simple as possible, but I would caution this committee in that, if 
you re going to look at electronic applications, that we look at not 
having duplication and proliferation of competing forms. 

Chairman Goodling was a very strong supporter of ensuring that 
students had the ability nationwide to apply for financial aid. The 
Department of Education is working on ways in which making that 
Title rV delivery system process even easier in terms of allowing 
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them to apply electronically. I think the committee would caution 
you about having proliferation of the Federal system once again m 
terms of the delivery of the Federal Government's programs. 
Chairman Hoekstka. Thank you. 

Mr. Reyer. The concern here more than anything else is that ail 
of a sudden we get 30 and 40 page applications. Now I'm not say- 
ing ELM wants to do that. I know they do not. Okay, but there are 
companies and people out there who could have applications that 
could end up being very, very long and complicated and pushing 
students out of the process. 

That's the reason it was put into statute, because some applica- 
tions were four or five pages long with 16 pages of instructions, 
and all of a sudden, students and parents just threw it up m the 
air and said, hey, you're going to work. Forget this college stuff. 

Ms. Fawthrop. The other point, Mr. Chairman, is that the stat- 
ute requires the free Federal application to be used for applying for 
Title W. Where the Federal Family Education Loan Program is 
getting into the glitches is there's still a separate loan application 
being required for that program. 

If we could lift that statute of that requirement, then everyone 
could use the free Federal application to apply for all Title rv_^d, 
regardless of whether it was a direct loan or a Federal Family Edu- 
cation Loan. So that's the statute that I would urge you to look at 
in terms of having a separate loan application. 

Chairman Hoekstra. Thank you. I'm not sure what I said to 
make you believe that I might be in favor of a 16 or 30 page form. 
I want to make everything as easy for students. I just wantr--and 
I recognize this emphasis on students, but at the same time it s a 
lot of money that somehow we have a responsibility to monitor, to 
track, to invest wisely and, hopefully, get some return on it and, 
at least in the student loan portion, have it repaid back for us. 

That's what we're trying to do and put together a good system. 
So I appreciate this panel in providing us with this testimony and 
helping us to evaluate different options to be able to do that. 
So the committee will be adjourned. Thank you very much. 
[Whereupon, at 4:12 p.m., the subcommittee adjourned subject to 
the call of the Chair.] , 
[Additional material submitted for the record follows.] 
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I would like to thank you for the opportunity to tnake conunent about the family federally- 
insured loan program. I participated in the implemenutlon of an automated Guaranteed 
Student Loan program in our office at Purdue in the early SCs and felt quite prophetic In 
saying at a presenutlon on FFELP: -Either we jmanage the FFELP or it will manage us.' 

I would like to provide infomution on my campus. Purdue has 70 percent in-state and 30 
percent Out-of-state students with an enrollmemt of 34,000. Seventeen thousand (17,000) 
Stafford Loans have been processed this year. C)ollars are $50 million in Stafford and $12 
miUion in Parent Loans for a total of $62 mllUon to date. Forty-two percent of 
undergraduates borrow and 27 percent of gradujjte students borrow. Average debt it $9,721 
for undergraduates graduating in 1994 and $14,^25 for graduate students. 
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In today't collese environment we are paitidpsting in busineu process redesign: redefining 
our students and families as customen with all the rights and privileges that accrue to that 
designation; eiperiendng dramatic increases in our student loan borrowers; and expected 
to gain efildendes through technology that will allow a more streamlined entry into the 
university. Th« focus o{ today's panel fits very well with the iSSQiilt of K»T«;t^.)| yj process 
re(temgTi. Of course, my comments today are by necessity from an institutional perspective 
of what would make FPELP better for us and for our students and parents. 

PFEW DEUVEKT SYSTEM F«mlly Federal Education Loan Program 

1. I Support the concept of allowing smdents and parents to apply for the FFBLP via 
the FAFSA process.' Schools could streamline the process if all dau for a student 
application was received at one time via the FAFSA. The school could send all loan 
dau electronicatty to one data destination utilizing a common format The common 
data destination could then format according to the needs of the servicer, guarantor, 
or lender. 

Z It is ctitical that electronic processes use a common format for schools. Large public 
universities still process loans from all over the country from all guaranton and a 
large number of tenders. A current model being discussed called 'common line' 
i^ch I understand is orchestrated by Sallee Mae and USA Group will allow a school 
to send data via the USA Oroup WhizKid process. I believe approximately 30 
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«uaranu«h.vea^tou«>fl,Unewp,oce«. A, I u«te«.„d. .u. ^ 

«lk>w 5« perccm of my loaiB to be ekctronkally u«»nd«ed 60^ 
percent 

Tbe -common line" destination will fomui the «AooI d«a tr««„l, d«> dau to 
the different guar«.to„ utDlzlng the format they need. li«to«.,iu«anlQa 
dKWMl>«ti a)«trinA ^nde.tin,.nn.n^„-^ ,^r^^^^ ^ fl .1 f, , 

mi l oan traminmioni . TWs would allow whools to transmit 100 percent of 1o«b 
electronically. 

I. is ln,pe«.ive that all phase, of loan corrections, n^funding. and electronic fund 
transfer (EFT> be developed to allow schools to electronically send thi, d«a to 
lenders, servicers, or guarantors through a common destimuion point One of the 
roost cumbersome processes for the FFELP i, a« correction pnK»ss «>d return of 
lo«, funds to the lender or scndcer. In mkny cases, aU loan funds muM be returned 
to the lender with the student having ,0 complete a new ^pUcadoa 

Ven. often loan correction letters are hot received by the lender, servicer, or 
suarantorin time to stop«,d correct thecheck. A. long as the «*ool could tra««nlt 
new eligibmty tor a lesser loan, only the dffiercncc should be returned with dau «:nt 
electronicaUy conflnning the new eliglbUfcy. 
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4. Forms, policy interpretatioiit, and general proeeiset ihould be ttandanUzed. 
leiMlen, guaranUHs, and seivicen caq cre«te other ways to differentiate their 
services. Since the FFELP is a federal pTngrnTry y.hools and slurfentt lihoukl nnt he 
conftiwi hy VMiying Inteipretatlnmi of a tlnyln fnUt^ As u> eiaffiple, a Ullge 
guaitntor h** recently told Purdue tbey wHI not accept our computer-generated 
borrower information that is required as part of exit counseling even thouj^ all the 
dau they need is reported. Schools should not have to deal with these types of 
issues in toda/s environment. 

I 

Presently we still receive different imerpretadons of policy firom different guarantors. 
I bcUeve the Department of Education must reassume the role to provide "Dear 
Colleague* assistance to schools, lenders, and guarantors to darify FFELP policy 
issues which are causing confusion in the conmnmity in a timely manner. 



PROGRAM FEATURES 



1. SINGLE SOURCE BORROWINO -- 1 know that many people are advocating single 
sotuce borrowing for students. At a largf! school, I cannot monitor which lender a 
student is atlUzlng. It is impractical and would add a level oi bureaucracy. I thhik 
we can encourage use of one lender. Studcnto should be able to consolidate their 
loans at the end of their loan period w>ith one servicer, guarantor, or lenxler to 
alleviate this problem. 
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INCOME CONTINGENT LOAN REPAYMENT - Students under FFELP and 
Direct Lendiog should have the same repayment options. It should not necessarily 
require that the .student consolidate under Direct Lending to receive thij optioa 

As most of us agree, much of the complexity of the FFELP program comet from the 
regulations and InterprctaHon of regulations. Of ail the aid programs, this program 
seems to change daily through continuing interpretations of policy. I urge serious 
consideration be given to sueamlining the regulations. (All the technology available 
cannot streamline a round program through a square hole.) 

As we look to streamline the FFELP, I believe we should not miss the opporttmlties 
currently being implemented. Discussions regarding the National Student Loan Data 
Base, a new delivery system, and the Student Loan Oearinghouse seem to be 
occurring without much cross talk among the players, I would urge that these efforts 
include cross functional members and representatives of differing types of institutions 
so the breadth of the developraent can be understood and duplication of effort can 
be avoided. It is imperative that the department utilize business process re- 
engineering principles to reorganize the data flow before designing complicated 
system support 
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Good morning. 

I appreciate Che opportunity to meet with yc.i to discuss the 
perspectives of lenders on the Federal Family Education Loan 
(FFEL) Program. In my remarks today, I will address three 
aspects of the FFEL program, which I hope will be of interest to 
the Advisory Committee. 

First, I want to share with you my thoughts on a major 
industry initiative designed to improve efficiency in financial 
aid processing called Educational Loan Management (ELM) . 

Second, I would like to address briefly the perceived 
difficulties the student loan industry has had in securing 
cooperation from the Department of Education on working towairds 
FFEL program improvements and innovations. 

Finally, I will share with you some observations on student 
loan repayment options and the degree to which recent different 
repayment opportunities work Co the benefit of student borrowers. 



I would first like to turn to an initiative which I believe 
addresses many of the loan delivery problems this Committee has 
identified in the Federal Family Education Loan Program. Our 
initiative is called Educational Loan Management, or ELM, and it 
both simplifies and standardizes the financial aid process. It 
is analogous to an ATM system, allowing standardized input and 
output while allowing the schools and borrowers to choose the 
financial aid "partners" (such as lenders and guarantors) they 
want. A graphic of the ELM Front and Back-end Data Flows is 
attached to my testimony, but I would like to share with you a 
very short walk through of the process. 

The ELM electronic application is distributed to students 
directly by the financial aid office. Applications may also be 
made available through a broadcast system that allows students to 
access the ELM application via modem. There is no charge for 
applications through the ELM process. 

The application contains a series of questions relevant to 
federal, state, and institutional financial aid applications. 
These questions are determined by the participating schools. The 
ELM application embodies an electronic version of the Free 
Application for Federal Student Aid (FAFSA) . As this Committee 
knows, many in the financial aid conmunity believe that universal 
availability of an electronic FAFSA would be a major step forward 
in maximizing student access to financial aid. I am aware of 
reservations some members of this Committee may have with the 
production and distribution of the FAFSA in electronic form. I 
would urge the Committee to fully explore this option and 
recommend solutions to legitimate concerns rather than forming a 
blanket conclusion that an electronic FAFSA is not viable. 

After the student has completed the ELM application, 
signatures are collected on a label on the ELM diskette. Upon 
receipt of an .application through E"_M, the application can be 
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processed on-campus or through Che ELM Service Bureau. The ELM 
Service Bureau will pull off Che daca eletnenCs relevanC Co Che 
FAFSA and CransmiC Chia intormacion Co Che DeparcmenC of 
Educacion via EDExpress in Vhe prescribed ED formac. The ELM 
Service Bureau will also pull ouC Che inscicutional daCa and 
Cransfer ic Co Che campus. IC will also pull cue loan daCa and 
hold ic uncil, if and when, Che school is ready Co process Che 
loan applicacion. 

Under chis process, Che campus will receive Che federal daca 
via EDExpress. The campus will collecc documencac ion as see 
forch in regulacions, decermine Che scudenc's financial need, and 
award accordingly. 

Through ELM, Che lender will be nocified eleccronically chac 
a loan applicacion has been received and will draw chis 
informacion down from Che ELM Service Bureau. The lender will 
obcain an eleccronic guaranCee of Che loan, generace Che 
promissory noce and obcain the sCudenC's signacure . The lender 
will Chen nocify Che ELM disbursemenc agenc chac a loan is ready 
for disbursemenc. Disbursemenc of Che loan will be made chrough 
eleccronic funds Cransfer (EFT) , AuComaCed Clearinghouse (ACH) , 
or individual checks, as Che school requescs. 

Madame Chairman, I believe chis process represencs a 
dramacic leap forward for schools and scudencs. I hope chis 
Coramiccee will review Che efforcs of EUI closely and do all iC 
can CO promoce Che use of Chis process chis year. 

I also urge Commiccee members Co review Che more 
comprehensive descripcion of ELM Co gec a beccer feel for Che 
innovacions and efficiencies Chac are broughc forward by chis new 
program. Bank of America and ocher lenders parcicipacing in Che 
program are very proud of chis innovacion which was developed 
wichouc one penny of federal caxpayer money. 

(poncerna Regarding Coope ration at. the Department 

In working on the ELM initiatives and discussing other 
program innovations being developed within the student loan 
industry, I have been discouraged by what appears to be an 
environment of non-cooperation at the Department of Education. 
Many participants in FFEL believe that the Department is 
dediceting inordinate resources to the implementation of the 
Direct Loan Program at the expense of working on improvements in 
FFEL, notwithstanding the fact that literally millions of 
students are likely to receive loans through this program for at 
least the next several years. 

I urge the Advisory Committee to weigh in forcefully with 
the Department of Education to urge a higher level of cooperation 
with the student loan industry. I also believe that it would be 
appropriate for the Advisory Committee to monitor progress on 
various initiatives requiring Department of Education approval or 
cooperation . 
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Repavnent Options: More Complex Than Necessary? 

I now would like to turn Co the issue of repayment options 
in the two federal student loan programs. As this Committee well 
knows, the Congress and the Department of Education have 
tremendously increased the varieties of repayment options 
available to students. As a lender concerned with maximizing 
loan repayment rates, the attention to this aspect of student 
lending, which is intended to avoid the incidence of student loan 
default, has been very welcome. 

There are now no less than five different repayment plans 
available under the Federal Direct Student Loan Program -- 
standard 10-year amortization, extended repayment, income- 
sensitive repayment, income -contingent repayment, and graduated 
repayment . Some of us in the FFEL program have examined these 
options very carefully, from the perspective of how we might 
duplicate them in the FFEL program so as ^o address the concerns 
voiced by some educational institutions regarding comparability 
-■f terms and conditions. what we have found is that the actual 
impact on loan repayment amounts under these options are 
virtually identical, creating a question of whether all of the 
different repayment options now authorized are really necessary 
to provide the flexibility in repayment that is the goal of the 
new repayment plans. 

As many of you know, the development of regulations for the 
income -cont ingent loan repayment plan through negotiated 
rulemaking was an arduous and controversial undertaking. Many in 
the school and lender communities questioned whether borrowers 
would be well -situated to make an informed choice about this 
option, given the attractive feature of loan paymerts set to 
correspond to the borrower's post -education income. The income- 
contingent repayment plan, however, has two major problems, which 
are dramatic increases in li fe-of - the - loan repayment, and loan 
forgiveness provisions that trigger an event of taxable income 
after 25 years. Both represent nasty surprises that will give 
borrowers a sense of being tricked or deceived. As you know, the 
regulations were subject to various changes in the course of 
negotiated rulemaking and have finally been promulgated in a form 
that still is troubling for many individuals. 

As an individual involved in consumer credit for 17 years, I 
personally am troubled by the inclusion of negative amortization 
in the income -cont ingent loan repayment plan. Regardless of the 
extent to which borrowers are counseled on the life-of -the- loan 
interest, the actual numbers produced will remain a bitter 
surprise for a large percentage of borrowers. I also question 
whether we are doing borrowers a favor by reducing repayment 
amounts to a level that, in many cases, may be less than what 
the borrower can actually afford. 

I also note that when income -cont ingent loan repayment is 
compared to the current option of loan forbearance, including 
zero payment loan forbearance, the same benefits, in terms of 
payment relief, can be provided to borrowers in a much more 
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customized fashion. This fact has led some lenders and some 
schooTs to suggest that Congress should consider repealing 
income -continilnt loan repayments altogether, relying instead on 
individualized borrower reviews, leading to personalized 
repayment plans. 

Everything that I have said regarding income-contingent loan 
repayment may Ilso be said about the graduated and extended 
repa^ent plans. Both of these plans are even more troubling 

Da™en-s of $414 with total interest paid of $14,700. Under an 
exCnSed Repayment plan of 20 years, the monthly payment would be 
?e"uctd'to h^O. but total in^rest paid °ve=: ^he ife of^the 

^fscursion ^rgrafua ed^r^pa^ent^pran'^l^dfr which pa-^ents 
fnlreale e^e^y two years and are set on a 20 year repayment plan, 
initial parents would be $220 per month and would increase to 
approximat^y S4 00 near the end of the -payment term. Under 
this option, total interest paid would be $37,500. 

This committee should recognize these increased interest 

of the borrower's death, permanent disability or financial 

l:^^^^^^^^^'^^^^^^- absolutely no 
need for any repayment relief whatsoever. 

More importantly, the extension of the repayment period 
inherent in the two additional options, as well as income- 

a need for additional student loan ^orrowng .n the next^^^^^^ 
lVlVcT'°ln fact?°thronry ^^nlffcirrils^of luc^h borrower 

?on^ : - sl:etndT^^id^vl^^:lHf ^Hnd^Led to 

their ^overnmLt as a means of better controlling their 



activities . 



Extension of repayment terms also extracts a high price from 

beeHepaid without an extended repayment period this federal 
stuSent aid policy will have only hurt the borrower. 

Madame Chairman, I believe the concept of extending loan 
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repayment only to the extent necessary to provide the borrower 
with the repayment flexibility needed to afford payments should 
be specifically endorsed by the Advisory Committee. 

I also recommend that the Advisory Committee undertake, over 
the next year, a more comprehensive look at borrower repayment 
options with the goal of radically simplifying them and fully 
utilizing individualized counseling of borrowers. Also, use of 
the forbearance option as a substitute for some of these loan 
repayment options should be considered, while I believe that 
appropriate repayment relief should be provided to borrowers 
experiencing difficulty in meeting their loan repayment options, 
the Advisory Committee should recommend repayment options that 
avoid unnecessary extension of repayment terms beyond the 
standard 10-year repayment term that has been utilized in the 
student loan programs over the past several years. 

It is important to note that over the last few years losses 
in feueral student loan programs resulting from defaults have 
dramatically decreased. These decreases occurred notwithstanding 
the fact that the tremendous increase in loan repayment 
flexibility enacted in 1993 had yet to be implemented. The 
decreases in defaults resulted from better policing of schools, 
largely through the provisions of the Higher Education Act that 
terminate the participation of high default schools from the 
Federal Family Education Loan Program. Although similar 
termination provisions are not applicable to the Federal Direct 
Student Loan Program, I believe that continued progress could be 
made in reducing defaults without resorting to overkill on loan 
repayment options. 

In conclusion, I would like to again urge this Advisory 
Committee to undertake a proactive role in monitoring the 
activities of the Department of Education with regard to the 
Federal Direct Student Loan Program and FFEL Program. Perhaps 
more importantly, the Advisory Committee must seek to wrest 
control of the student loan debate from parties that seek to 
politicize it. In this regard, the concepts of borrower 
repayment flexibility should be examined critically from the 
actual education policy consequences as opposed to how it sounds 
in a political speech. 

The Bank of America and the Consumer Bankers Association 
wovld welcome the opportunity to work with the Advisory Committee 
or the Department of Education on reviewing- these matters. 

Madame Chairman, I would be happy to respond to any 
questions that you or other members of the Advisory Committee may 
have regarding my testimony. CBA thanks the Advisory Committee 
for its interest in our views on these important matters. 
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Coalition for Student Loan Reform 



1175 Coontcticut Avenue. . Suite 63A - ^•i.hmgion.D.C. 20009 . ;0:/3;8-c,lC9 . :OM2S.ilb3 



Testimony to the 

ADVISORY COMMITTEE ON STUDENT FINANCIAL ASSISTANCE 
April 11. 1995 

by 

Mark R. Cannon 
Executive Director 
Coalition for Student Loan Reform 



I wish to thank Chairpersort Lynn M. Fawthrop and the Members of the Advisor/ Committee 
on Student Financial Assistance as well as Executive Director Brian Fitzgerald .or the 
opportunity to testify, on behalf of the Coalition for Student Loan Reform (CSLR). at this 
hearing focusing on reform of the Federal Family Education Loan Program (FFELP). 

Background 

Nine months ago. on July 7. 1994. CSLR published program improvement recommendations, 
entitled Improving the Financial Aid Delivery System and the Federal Family Education Loan 
Program. Our latest proposal was focused primarily on programmatic reforms to simplify 
and improve the systems, procesfcs. forms and procedures used to deliver more than 
$23 billion in guaranteed loan assistance to approximately 6 millio.i students annually. 

The Advisory Committee's own study, issued a year earlier in July of 1993 entitled "Student 
Loan Program Simplification: Final Report. ' sened as the basis for many of our 
recommendations. Uter in my testimony. I will relate our ongoing unplementation activities 
back to the recommendations in your study which you emphasized in your inviution to 
testify. 
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The Task Force that developed these recommendations was comprised of profe£siona!s from 
the Tinancial aid and student lending communities, with one-third of the panel representing 
directly the view of the campus financial aid and business office. We also consulted with 
Advisory Committee staff, the National Association of Student Financial Aid Administrators 
(NASFAA) and the other major national higher education associations during oui wotl-up. 

When we released the report, it had garnered the support of five n 'ional education loan 
associations--the National Council of Higher Education Loan F^grams (NCHELP), the 
Education Finance Council, the Consumer Bankers Association, the Smdent Loan Servicing 
Alliance and the Coalition of Higher Education Assistance Organizations (COHEAO). Also, 
SO individual education loan organizations endorsed the recommendations. 

Lack of Departmental Cooperation 

While many of the Coalition's recommendations involve improvements that organizations can 
make on their own and collectively under current law, some of the key provisions require a 
reinterpretation of current regulations and the prior approval from the Department of 
Education of new forms, poKcies and procedures. 

Sadly, in this area, there is little good news to report. Senate Education, Arts & Humanities 
Subconunittee Chairman Jim Jeffords asked a question point-blank to Governor Madeleine 
Kunin at the oversight hearing on direct lending on March 30 about changes that she thought 
might be needed to put the direct and guaranteed loan programs on a level playing field and 
assure a fair competition. While she answered that the guaranteed smdent loan community is 
"handling the competition extremely well," this sidesteps the issue that provisions are not 
equal under the two loan programs and the Department gives unfair advantage to FDLP in 
the way it administers the two programs. 

This is an injustice to the more than 70 percent of schools and their smdents who, according 
to the General A<xounting Office, will continue to be served by FFELP this upcoming 
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academic year and the 30-40 million FFELP borrowers currently in repayment. 

Several standardization initiatives and other reforms the guaranteed student loan community 
have proposed to the Department of Education are backlogged and the Department has been 
generally unresponsive and uncooperative in resolving open issues, even when we have used 
approved channels such as the Ad-Hoc Standardization Comminee to negotiate many of the 
fine points and build community consensus before official submission to the Department. 

It may be too easy to dismiss this complaint, given the vested interest in the guaranteed 
student loan program with which Departmental officials will be quick to cjiarge my 
organization. To state the case credibly, I wish to document for you CSLR's own nine- 
month old history in dealing with the Department on FFELP reform. 

What ensued between the summer of 1994 and now could charitably be described as foot 
dragging-months of Departmental delay, indecision and unresponsiveness that have 
effectively stonewalled any chance the Department and the guaranteed student loan 
community once had to build certain of these program enhancements into the loan delivery 
process for the^_1995-96 academic year. 

1 Beginning early last summer (timed so as not to interfere with the negotiated rulemaking 
on direct lending which was winding down by then), we consulted informally with 
Departmental staff about our soon-to-be-published recommendations. We sought and 
received agreement that the Department would hold FFELP Summit meetings much like 
they had been doing with FDLP. [Exhibit 1] 

2. Upon publication of our report, we immediately opened a dialogue with the Department 
in a letter dated July 15. 1994. In this letter, we identified seven specific 
recommendations in our report that require the Department's concurrence and 
clarification of regulations and administrative policies. We confirmed the Department's 
pledge to hold regular monthly "summit" meetings to discuss FFELP issues and our 
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desire to assign a team of expens to work with staff within the Depaitment that could be 
appointed to move these program improvements forward expeditiously. [Exhibit 2] 

On August 5, we received a two-paragraph response from the Department to our July 15 
letter, holding out the hope that the FFELP Summits would be the fonim to move these 
reforms forward. [Exhibit 3] 



The first of these Summits was finally convened on October 18. [Exhibit 4] Attended 
by more than 30 representatives of lenders, guarantors, secondary markets and servicers 
and their respective associations as well as representatives of the broader financial aid 
and higher education community, we were anxious to finally have some dialogue on the 
issues raised in the July 15 letter. Instead, of discussing our letter, the meeting with 
Senior Advisor Leo Komfeld began with the reading of a complaint letter from a smdent 
borrower and, on this clearly unrepresentative sample of anecdoul evidence, we were 
treated to insult and haranguing about the complexities of the current loan program. 
Problem exaggeration, rather than problem resolution, was clearly the Department's 
agenda. 

r- 

Meanwhile, CSLR submitted formal comments to the Department ji respoase to a 
Federal Register Notice of Proposed Rulemaking on the Federal Direct Smdent Loan 
Program (FDLP) for Year 2 (October 3 letter) and FFELP-FDLP Parity Regulatioas 
(November 7 letter). CSLR's July 15 letter was an atuchment to both submissions and 
so was the call for the Department to initiate an immediate review of regulatory 
provisions to be consistent with congressional intent that the two programs be subject to 
"parallel terms, conditions, benefits and amounts." [Exhibit 5] 

The second Summit meeting on November 29 was more successful. At our urging, we 
focused in on two proposals, with the particularly urgency of oae issue making it our 
highest priority: Use of the FAFSA as the loan application for FFELP. CSLR took 
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away homework assignments which it dutifully completed weeks in advance of the next 
FFELP Summit meeting on February 3. [Exhibit 6] 



7. The third and fourth Summit meetings in February and a special sub-group meeting on 
February 17 were as disappointing as the first two Summits in terms of dashing any 
hope that the Department would approach them in the spirit they were intended... to 
work with us in a concerted way to press ahead on important FFELP reforms. 

8. At the February 23 Summit, we stressed repeatedly the urgency of bringing closure to 
the FAFSA data access question and the pending new common application and/or 
promissory note. We asked for the ';ame kind of quick response and cooperation that 
typified the decisionmaking under FDLP. A follow-up letter the guaranteed student loan 
community had promised was sent on February 28. [Exhibit 7] A second follow-up 
letter was sent late last month at our initiation as our further attempt to keep the process 
moving in the right direction. [Exhibit 8] On some points, the Department has not, and 
shows no willingness, to move beyond "problem identification." The Department even 
saw fit to unilaterally cancel our March summit meeting. 

Y- 

1 have gone through this painstaking chronological review to point out an injustice that is 
being carried out many times over. Let me quickly point to a few proposed simplification 
initiatives backlogged at the Department: 

■ Use of the FAFSA as the Loan Application. The Departmen;'s approval we are 

searching for on behalf of a simplified process for schools and stuatnts takes two forms: 
One is a new common application and/or promissory note submitte<l by the Ad Hoc 
Standardization Committee and originally drafted by NCHELP that would make full use 
of data available electronically from the FAFSA to complete aspects of the loan 
application and/or promissory note for the student. Second is the need to make 
operational a process outlined in a two-year old Dear Colleague for assuring that any 
guarantor designated by the institution (and at the borrower's request) have access to 
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students' FAFSA data electronically. Please note, consistent with the Advisory 
Committee's viev-', our proposal does not expand the FAFSA. Instead, we require that 
some additional borrower ittformation (such as references) be collected on the 
promissory note (some of which can be preprinted). 

The Department's objections to the draft common application and/or promissory note 
included insisting on the continued use of two of three borrower "check ofr boxes to 
enable a smdent to accept or decline such options as deferring their loan while in-school 
(a benefit a subsidized Stafford borrower would be crazy to decline... though some 
unfortunately do because they don't understand the question.) The Ad Hoc 
Standardization Committee, in its work on the form, had agreed to relegate these 
questions to the borrower certification section which, admittedly, does not get read by 
most smdents. But, there is typically one right answer for a smdent who understands the 
question. For some who don't understand the question or check neither yes or no, the 
delays that result from having to contact the student for clarification are more agonizing 
than what the issue merits. Interestingly, too, removing the "check-offs' was yood 
enouyh when the Dep artment reached that decision in developing the Direct Loan 
Promissory Note . Why the double standard? 

The Ad-Hoc Standardization Committee has received two written replies from the 
Department of Education, the last one-iodicating this is their Tmal word' on the 
subject-just arrived. Their final word concedes little and, needless to say, time has 
essentially passed us by for being able to use this improved process for students who 
will soon be receiving award letters from their institutions for the upcoming Fall 
enrollment and completing loan applications. 

■ Expansioa of the Quality Auurance Program (QAP) to provide added relief from 
certain regulatory burdens for high performance schools. The reauthorization of the 
Higher Education Act (under Section 487A) authorized the; Secretary to expand both 
regulatory and statutory exemptions, on an experimental basis, for the QAP program. 
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This was another priority recommendation in our reform proposal and our July 15 letter 
to the Department. We recommended 14 exemptions; the Department asked us to pare 
this dow. 1 to our top six. Taking our cues from the financial -.id community, we did. 
On February 3. the Department gave verbal assent to three. But, no official action has 
been taken on a single one as yet. Three out of 7.000+ plus regulations is really 
staning out small, but many would welcome any progress in this area. 

Common Loan Consolidation Note. This was submitted by the Ad-Hoc 
Standardization Committee on March 22. 1994. Like many of the forms NCHELP and 
the guaranteed smdent loan community have developed for the snidenl loan program, 
this one has been adapted by the Department and is in use for the Direct Loan 
Consolidation program now. Approval of the form for FFELP continues to be withheld. 
Preliminary word coming back is that the Department may require two separate 
applications to separately consolidate a smdent's subsidized and uasubsidized loans. 
This is burdensome and confusmg for the smdeni, and somewhat defeats the purpose of 
consolidating into one lean. The Department's direct loan servicer is working from one 
application and internally keeping two separate accounts for consolidated borrowers who 
have both subsidized and unsubsidized loans. The Standardization Committee has 
proposed the Same process for FFELP but are being warned that the smdent may forfeit 
the subsidy in this event. This is another example of an unacceptable disparity between 
programs to the potential detriment of students. 

Status of the 1992 Regulations. Soon after Secretary Riley took office, he did the right 
thing in suspending the enforcement of 1992 regulations developed for the FFEL 
program which contained many errors and inconsistencies from trying to incorporate 
changes made to the Higher Education Act during the 1986 and 1992 reauthorization and 
a half-dozen other pieces of amending legislation enacted in the intervening period. But. 
two years later, these regulations (on which all subsequent regulatory packages have 
been based) have not been clarified and remain "effective but not enforced.' This 
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creates confusion, but also forestalls universal application of acSdttional simplified 
provisions for students that were part of this comprehensive regulatory package. 

The true point I want to make to this Committee can perhaps best be made if we turn the 
tables. Let's pretend, for the moment, that the situation is reversed. Tbwe exists a 
competition between the guaranteed student loan program and a new direct loan program. 
But this time. Congress in 1993 was not skeptical, but a forceful advocate fcr direct lending 
against unrelenting opposition from an Administration that campaigned on reforming the 
public -private partnership but maintaining, more or less, the present program smicture. 
While, the compromise legislation called for a test of the direct loan concept, the 
Administration maaag^j to negotiate final legislaiive langiuge that left the Secretary broad 
discretion over its implementation (with tx> exacting requirements, for example, to negotiate 
rules with the community). Indeed, the legislation was [lenpered throughout with words like 
'maintaining a private sector role' and the like. Upon passage of the legislation, a united 
(not a divided and skeptical) school community worked cooperatively and came forward to 
the Department of Education with, not simply ideas, but clear proposals and drafts of forms 
and policies for implementing direct lending. 

Now, do you think it is possible under these circumstances that the Department of 
Education-using its admimstrative discretion, the vagueness of •'ye statute, loopholes in the 
law, legal fuie points, its discretion in the allocation of budget and staff resources, and the 
"bully pulpit "--could have frustrated the intent of Congress and delayed the effective 
implementation of direct lending for several years while in the meantime it used some of the 
same discretion, vagueness, and loopholes available to i*. to move forward aggressively on its 
desired agenda of reform of the existing program? 

I believe it could. Neither the real present-day situation nor this fictitious scenario, tliough, 
is proper for an agency of lHc federal government charged with the administration of jU 
federal student financial aid programs. 
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The Administration and the Deparanent of Education have made it clear in word, deed and in 
proposals it continues to advocate to the Congress that it favors 100 percent replacement of 
the guaranteed student loan progra.m with direct lending. In its passion-including the 
Department used to refer to employees it had reassigned to work on direct lending as its " \ 
Team" (imagine the not-so-subtle message that sends to staff bent on advancement)-the 
Depaitment has lost iUi objectivity. 

There is a "can do" approach to the Department's implementation of the direct loan program, 
which we do not begrudge them. The Department, however, should be the unbiased 
administrator seeking to improve the effectiveness of all programs serving smdents, 
especially one the size and scope of FFELP. Where is their "can do" approach when it 
comes to improving FFELP? 

Lack of FFELP-FDLP Parity in Regulations Impacting Student Borrower Benefits. 

Combined with the previous examples I have given. I wish to provide this Committee with a 
sununary list of 23 key program differences between FFELP and FDLP regulations that 
impact smdent ^rrowers directly. In virtually all of these cases, the Department is offering 
improved terms, streamlined procedures and/or less paperwork and documentation burdens 
for smdents served under FDLP than under FFELP. 

CSIR. NCHELP and others brought many of these disparate rules and regulations to the 
Depanment's attention in comments on draft conforming regulations the Department issued 
on October 7 in their attempt to make the regulations under FFELP conform wiUi regulations 
negotiated for Year 2 of direct lending This list of 23 program differences was prepared by 
members of our Implementation Task Force based on a review of all final published 
regulations and other Departmental guidance in effect for the two loan programs, including 
the final conforming regulations published on November 29. 
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I remind this Comminee of a provision in the Higher Education Act, as Amended--Section 
455(a)--which calls for "parallel terms, conditions, bencHts and amounts' between the two 
loan programs. It should be clear what Congress' intent is here. Let the evaluation of the 
two loan programs be a comparison of service, effective use of technology aixl program cost 
efficiency, not artiricial barriers raised to the offering of identical program benefits for 
students. 

The guaranteed student loan community is working in a concerted way to improve the 
fmancial aid delivery aixl loan servicing processes. There is ample evidence in the statute, 
such as Section 432(l)(l) on standardization in the Higher Education Act Amendments of 
1992 to tell Ub that this is what Congress wants. While we have not always been uble to 
move beyond being competitors in the marketplace, in more recent years there has been 
considerable time and talent devoted to working collectively on reforms for the common 
benefit of everyone, most importai .iy smdents and schools. Our major obstacle today is that 
our fiercest competitor--a predator who wants the market all to itself--also happens to be our 
regulator. This is not an inconsequential obstacle. Indeed, how well could MCI compete if 
it was regulated by AT&T? 

This dynamic is unavoidable. However, Congress has charged this Committee to 'advise the 
Secreury and the Congress on the operation of the Federal Direct Swdent Loan Program and 
the Federal Family Education Loan Program' and ultimately to make 'final recommendations 
on the advisability of proceeding to full direct lending.' (H. Rpt. 103-213, p. 454) 

This Comminee can help assure that there is a fair evaluation, proper attention being paid to 
simplification of both loan programs and adherence to parallel terms, conditions, benefits and 
amounts for the equal benefit of all students. CSLR urges this Committee to invzstigate the 
issues discussed above and raised by other members on this panel that speak to an improper 
management bias that we believe is clearly in evidence at the Department. 
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Program Features 

I wish to offer some comments on behalf of CSLR related to issues raised in your letter of 
invitation on remaining areas of FFELP reform identified by the Committee. 

Single Source Borrowing 

The CSLR reform proposal addressed this concern head-on in Pan D of our report. All 
FFELP participants should work to ensure that students are served by only "one guarantor, 
one lender, one holder" throughout their schooling and by one servicer throughout their 
repayment. Until the National Student Loan Data System is fully operational (and 
information on a student's prior lender and guarantor can be automatically retrieved), an 
intermediate process is necessary. 

This intermediate approach entails a guarantor searching its records for a previous guaranteed 
loan when a prior loan is indicated. When the lender is different on two application, the 
guarantor contacts the student and the institution to effecmate a change to ensure the same 
lender/guarantor/holder combination on all loans. In cases involving transfer smdents or 
mergers of guaranteed loan program agencies and similar circumstances, the guarantors 
involved will assure a "split holder/guarantee" situation is averted. 

As your letter of invitation presumes, a major benefit of this approach is that students can be 
assured a single payment and the lowest payment possible when the repayment period begins. 

Standardized Terras and Conditions 

My earlier testimony addressed the need to assure equality of terms and conditions between 
FFELP and FDLP. In terms of standardizing terms within FFELP, we need to herald the 
great progress already made through statutory change. The Supplemental Loan for Students 
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has been replaced by the unsubsidized Sufford loan. Thus, students now apply for a 
Stafford loan and their need determines the level of subsidy. 

A further reduction in the diversity of programs was achieved by converting all loans from 
the 8%/10%interest rate to a variable interest rate. Additionally, all new loans are now 
being made as variable interest rate loans. 

The greatest potential source of confiision remaining for student borrowers is the variety of 
repayment options and how to compare the relative costs and benefits of each. Standardized 
formulas and disclosures can be most he;pfiil in this regard, as well as the availability of one- 
on-one smdent loan debt management counseling. Along these lines, I am pleased to report 
that our Implementation Task Force is nearing completion of a nationwide formula for the 
Income Sensitive Repayment Plan (ISRP) for which new Department-approved rules go into 
effect on July 1 . 

Even though laboring under a ten-year FFELP repayment rule, this makes fiill use of special 
five-year forbearance rules and graduated repayment provisions established under ISRP to 
allow students to strucmre their payments so that payments will range from 4% to 15% of 
the borrowers morttWy gross income, depending on the debt to income ratio. This approach 
also assures that at least interest is paid, thus avoiding negative amortization. 

The Department has act M\y characterized our position-and, more importantly, that of the 
fmancial aid administrators who we consulted who were most adamant on this subject-as 
favoring ISRP over the Income Contingent Repayment Plan (ICRP) developed for the direct 
loan program that can lead to the build up of substantial "capitalized interest" debt. We also 
find ISRP preferable because of its reliance on self-reported borrower income that spares the 
smdent, and the smdent's employer, from any involvement with the IRS to verify income 
data or to collect the loan. For the sake of simplicity and consistency, ISRP should liave the 
maximum 25-year repayment option allowed under ICRP. Additionally, the provision under 
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FFELP prohibiting any graduated payment from being more than three times the amount of 
prior payments should be eliminated. 

Indeed, what has disturbed me in the Department's promotion of ICRP is the little attention 
they are paying under direct lending to offering the borrower-friendlier option of a 
forbearance for those who are only in need of short-term relief from their repayment 
obligation. 

Interestingly, the full effect of the increased single source borrowing and the introduction of 
income-sensitive repayment options is a potential lessening of the need for students to enter 
into a Loan Consolidation program. Many students no longer have to consolidate their loans 
to achieve a single payment and more flexible repayment terms are available, offering 
advanuges over a 25-year loan consolidation. This is a trend worth celebrating, as loan 
consolidation should not be for everyone, notwithstarxling the elimination of tlie minimum 
balance requirement. Use of this option needs very careful monitoring, especially as the 
Department moves aggressively forward with its Direct Loan Consolidation plans. 

I appreciate this opportunity to testify and will be pleased to answer any questions you may 
have. Thank you.' 
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Lack of FFELP-FDLP Parity in Regulations Impacting Student Borrower Benefits 

The following is a summary listing of 23 key areas of difference between regulations in 
effect for the Federal Family Education Loan Program (FFELP) and the Federal Direct Loan 
Program (FDLP) impacting student borrowers directly. In virtually all of these cases, the 
Department is showing an improper management bias offering improved terms, streamlined 
procedures and/or less paperwork and documentation burdens for smdents served under 
FDLP than under FFELP. This is notwithstanding a provision on the Higher Education Act, 
as Amended-Section 455(a)--which calls for "parallel terms, conditions, benefits and 
amounts" between the two loan programs. 

• Application Process 

1 . FDLP utilizes the FAFSA as the loan application; ED continues to require a FFELP 
loan application with redundant smdent data. EFT, deferment, and capitalization 
authorizations are currently required on the FFELP application but are merely 
disclosed in FDLP. ED has only agreed to permit the EFT authorization to be a pan 
of the borrower certification for the next FFELP Common Application. Separate 
authorizations will continue to be required under FFELP for deferment and 
capitalization. 

• Deferments 

2. FDLP boiTowers who have outstanding FFELP loans made prior to 7/1/93 are 
eligible for any of the pre- 7/23/92 FFELP deferments, as well as FFELP deferments 
for new borrowers on/after 7/1/93. For example, a FDLP borrower could receive a 5 
year unemployment deferment (2 under "old borrower" and 3 under "new borrower"). 

3. FFELP deferments are borrower-based. For example, a borrower who uses the full 3 
year unemployment deferment, returns to school, obtains new loans, arxl subsequently 
becomes unemployed cannot defer the new loans on the basis of unemployment. 
Conversely, prior deferment usage under FFELP is not transferred to FDLP. 
Therefore, the borrower who uses the maximum deferment periods under FFELP and 
subsequently obtains a Direct Loan would be able to obtain the full deferment period 
again, including deferment of any FFELP loans consolidated under FDLP. 

4. Documentation - FFELP documentation requirements to establish deferment eligibility 
are extensive and onerous, especially in the case of seldom utilized deferment 
categories. FDSL has no documentation requirements. 

5. Deferment Period - FFELP has a 6 month backdating limitation; FDLP has no 
limitation on backdating. 

6. Default - Under FFELP, a defaulted borrower forfeits deferment entitlement. FDLP 
has no restriction on extending deferments to defaulted borrowers. 
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Forbearance 

FFELP requires a written agreement; FDIP does not. FDLP forbearance periods are 
for 1 year but may be renewed (with no limitation) at borrower request; FFELP has 1 
year limitations and requires borrower conuct every 3 months. Renewals under the 
FFELP would require a new form. Under FFELP, forbearance whUe the lender is 
attempting to obtain documentation establishing death or disability is limited to 60 
days; FDLP has no limitation. Under FFELP, forbearance is limited to principal: 
permits priiKipal and interest to be forborne. 

Repayment 

An income-contingent repayment plan (ICRP) is available only under FDLP. FFELP 
borrowers have the option of an income-sensitive repayment schedule, but terms are 
not comparable to ICRP. 

First payment due date - FFELP Stafford loans must have a first due date within 45 
days of entering repayment. FDLP state payment is generally due within 60 days. 

FDLP permits negative amortization, which is prohibited under FFELP. 

A very restrictive rule is imposed in FFELP graduated repayment plans which 
prohibits establishing any payment that is more than 3 times the amount of prior 
payments. This severely limits flexibility. 

ED has stated that a FFELP borrower who combines two payments may not have the 
payment applied to future payments. In other words, if the payment amount is $50, 
and the bdnower pays $100, the double payment may not be applied to cover the next 
two months insulhnents but rather would only be applied to the current payment due. 
A payment would again be due the following month. FDLP permits advancement of 
the due date. 

ConsoUdation 

The interest rate under FDLP is variable; FFELP interest rate is the weighted average 
of loans rounded up to the nearest percentage point. This could help the FFELP 
borrower in sonie interest rate environments and hurt during other periods. 

FFELP borrowers cannot consolidate FDLP under FFELP. 

Under FFELP, loam with diffetent interest subsidy benefits must be consolidated 
together, resulting in forfeiting interest benefits on subsidized loans. FDLP 
consolidates them separately, thus retaining interest benefits on subsidized loans. 
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16. 



17. 



18. 



19. 



20. 



21. 



22. 



23. 



c?r!iL^."°pm p'""" '^'^ °^ ^'P^y"-'"' in order ,o 

consolidate. FDLP permits consolidation while in school. 

S^C^nTr ^"^ ^'^'"^ "P°" consolidation 

FDLP Consolidation reuins the in-school and grace period. 

Jfre'^ayrrSSeS.''^"' ^'"'^ '^'^^ "P^^^- '^^^ "P°n 

FFEU- defaulted borrowers must make three payments to be eligible for 
consolidation, under FDLP. no payments are necessary if borrower sd«ts ICR. 

Participation 

100% FDLP schools are considered non-participating in FFELP This imolies that 
upon withdrawal from FDLP. an institution would have to reapply to hrOep Snt 
for FFELP participation. During negotiated rulemaking, we were assured t^atT 
mstinifon-s withdrawal from FDLP would not require fe-appli^Uort" FFELp 
"r FfTl^"' '""'^ schools ar7no' eligible 

Disbursement 

FDLP loans may be disbursed in a single disbursement if more than half of the loan 
period fujs expired; mis is prohibited under FFELP. FFELP disclosures musTbe 

aTe^dS^r^Fm '° ^ '"""^ disclosures "vL 

Iv/fn "°' P^°"'<^'<^ »"thority to credit guarantee 

1-DLP directs that all such fees be renimed. 
Counseling Requirements 

m^re^rr"fLt'eU°ss''°''' ^"""""^ "'''^'^^ P^^^ 

Aggregate limits 

Under FFELP. if an undergraduate snident does not borrow the ft.ll undergraduate 
loan aggregate amount, obuins loans for graduate snidy and subsequenUrfemo 
undergraduate snidy. the snident may continue to borrow up to the u^ergraduTe 

CoTr^- ^T'"' '^""^ ^ NCHELP Defa^ Xagement 
Conference that this is not permissible in FDLP, and ED will issue a Dear CoEe 
letter rescindmg this benefit to FFELP borrowers. "-oiicague 
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TESTIMONY TO THE ADVISORY COMMITTEE 
ON STUDENT FINANCIAL ASSISTANCE 
APRIL 11. 1985 



Good morning, my name Is Carl Dalstrom and I om Senior Vice President for Guarantor 
Operations at USA Services. Thank you for Inviting me to tell you about Improvements ttiat have 
been made to the FFELP. USA Services Is an affiliate of USA GROUP, headquartered In 
suburban Indianapolis, Indiana. It processes applications for guarantee and performs other 
activities under the Federal Family Education Loan Program on behalf of twelve guarantors, 
including USA Funds. Wo are what is known in the industry as a "guarantor servicer." 

USA Services' mission is to provide the highest quality, cost-effective, guarantee processing 
sen/ices and products to our guarantor customers for the t>enefit of the students, schools, and 
lenders that depend upon them. In order for that mission to be a reality, we must constantly 
improve and update our systems, sendees, and products, so that the guarantors can meet the 
changing needs of their customers. 

We are proud of our pest pioneering efforts thet heve already put many students and institutions 
ahead of the game v^lth electronte loan applications, services that save schools time and money, 
and state-of-the-art customer assistance. Even so. direct lending has been a wake-up call for us. 
and have responded by significantly Improving the way we do business to give financial aid 
administrators what ttn^W* told u« they nm^d: more campus control of the student loan 
process without increased cost, work and liability. Financial aid adminisUators also want to 
minimize complexities that are associated with the intermediated, multiple player environment ol 
the FFELP. 

In responso to their express^! desires. USA Sen/ices and others began intensifying dialogue 
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with financial aid administrators. Th««, talks have helped clarify for ouarantors and their 
servicers how b^t to improve the FFELP. In the past 18 months, guarantor, and their services 
have translated suggestion into action. At USA Seivices. we didn't just apply sinall changes 
here and there. We overhauled our student loan delivery system from top to txMom to give 
financial aid admlnlstratorri more control, and more flexil»llty to obtain the services that IxHrt fit 
their specific needs, with a focus on simplification. 

In order to provide more control to the financial aid administrator. USA Services has already 

implemented significant improvements including; 

ProvMIng tlgnWcntly f„t,r tum.roond on .11 lo.n transition,. The Ume it takes 
to process most transactions at USA Services has been cut in half or belf,if . For 
example, we can now disburse an FFELP loan in less than 48 hou.^ from the time the 
application is received. We can. through a seivice called "Express Loan." approve a loan 
for disbursement on the same day virtien rapid fumarourx) is needed. When a status 
change must be made quickly, schools can call a loll free number and have many of 
those changes made immediately. This has been accomplished desprte the biggest 
surge in loan volume in the nation's history. 

GMng mtncM «/</ tdmlnftrton »nd men thmly «cc««« to intormMon 
•bout tti*lr bomwn. For example, we provide an on-line ilnkase to USA Services' 
computer system so that the financial aid administrator can easily and quickly answer 
students' questions about the status of their toans. 

U.klng our ••n.fc.. mora -cc.M/We. We have expanded our staff and extended 
available hours of our customer assistance personnel. 
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simplifying tor financial •/<* tKlmlnlmtrmton tft* proc»— ofwMng ehanga* to 
aWdant loan; onea th«y •/» guanntoad or dlaburaad. Last year, we expedited ttio 
processing of many of these changes. This year we will Implement Improvements that 
will make the process less cumbersome, and next year we plan to give financial aW 
administrators direct control of this process by providing the ability to make these 
changes without our Intervention. 

> Raduclngttta workload of financial aid atmffa. Last year, we introduced a process 

called "Full Circuit", which allows financial aid administrators to rely on USA Services to 
secure completed promissory tx>tes from students ar>d forward them to lenders, freeing 
schools from having to handle a paper student loan application or promissory note. 

■ Providing waya for financial aid offlcara to Intagrata FFELP procaaaing with tha 
raat ottha work thay do. For example, we are building interfaces t)etween our school- 
biased loan processing software, and softvrare on the campus used to process other types 
of firtancial aid. 

In sum, we believe we have found several significant ways to give financial aid offices more 
control over the process without increasing their workk>ad, cost or liability. Eliminating the 
disadvantages associated with multiple players Is quite frankly more dWIlcult because It requires 
industry-wide cooperation ar>d solutions. In the past 18 months, the industry has come together 
in ways that many thought would never happen. K has overcome proprietary interests to devetop 
common forms and data formats, poltey and procedure manuals, and consistent responses to 
servicing questions. Wo are accomplishing all of these Improvements for one reasorv— to 
simplify the process for the school and the borrower. In addition to ttiese efforts, industry 
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schoo. an. ...en.. NCHHLP .as ...a^v deve.p.. a or r.o:^ cou. ease 

can. H..ca.na, .oan Man..en,en. o. H.M. . .e.e,op a .e,n,„n. ap.oac. . 

applying for nnancial aid, including the FFELP All^f,^, 

g l-FELP. All of these efforts are worth your further 

consideration. 



-.pn.ar,.,hereto.avtodescri.for.outhe.ostrecentde.e,op.ent-.de.e,op.^^^ 
^e. a .,_th.ttheindustrv is forging p..^^^^^^^^^^ 

.u,t,p. p,a,.rs. ,t is cai.ed the -PPE.P Cor.r.onUne .e^.r.-. . the urging o, the 

nnancia, aid .or.r.unity. the idea ..hind Co..onC in« was deveioped USA CROUP and 

same Mae in .anuarvofth,svear. Already er.t,racedhv.heNa.ior,a.Councn Of Higher 
Education .oan Prograr^s ,.CHH,P,, it appears that Cor.r.onUne soon o.^^^^ 

guarantors in the country. Asorosu,t,Cor.r.onUnehasgeneratedagreatdea,ofe.ci.or.en. 
among financial aid administrators across the country. 

Tounders.andthesignincanceofCor.r.onUne,oner.ustnrstconsider.hesituatlontha.e.st. 
.oday. schools typical, deal with multiple lenders and guarantors, and therefore multiple 
.e..in.tions where thev r.us. send loan applications, and fror. whi.h thev receive inforr^ation 
e-. ...ose applications. I, is usu.l, no. pr.tical for ..,ese schools .o .uild .ul.iple and varied 
electron, in.ertaces Therefore, a sch.l .ha. wishes .o process loans electronical, will ..picallv 
P.C. one guarantor, lender, or se.icer to tr.ns.it loan applications in this way. .1 other loans 
are handled r^anually, providing hoth the school and the s.uden, v.th a less e.ectiv. and 
certa,nly slower r^ethod o, hav,ng .hose loan applications processed 
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CommonLine provldoo tor a standard electronic student loan delivery system which will greatN 
Simplify loan processing for schools by providing them a single method to process FFELP loan 
applications and gain elactronlc access to any guarantor, lender or servicer. 

CommonLine is analogous to banking's Auton,a.ed Telle, Machine (ATM) networks, which alk«. 
you to transact business with your choice of hundreds of banks, using one machine and one 
process By taking advantage of common file fom,at» developed and finalized in the last few 
v^ks by NCHELP. schools will be able to tap into a single network using their existing software 
product (wHh minor modifications) to exchange application and guarantee information wMh any 
participating guarantor or lender. Schools simply transmit the application data to the lender or 
guarantor of their choosing using CompuServe mailboxes, and they get the response they need 
delivered into their electronic mailboxes. 

The advantages to the schools and students are obvious. CommonLine provides schools an 
inexpensive way for them to process FFELP applicatU>ns essential^ In the same way for all of 
meir students, for any participating lender or guarantor the students choose. Schools pay on^ 
for thvlr Compuserve subscription and minimal data transmission charges; us. of the 
CommonLine NeN«„k is otherwise fee. Further, it alk«« schools and students to conUnue to 
.eap the benefits of choice without the hassle. SchooK can select the lenders or guarantor, ^r, 
provide the highest quality services fo, their students, and «tvise those students «x»rdingN. « 
alsoallowsstudentstochooselender^thatbestservemeirneeds. The schools will be able to 
accommodate these choice, more effectively because the complexity as^xiated with 
communicating wrth multiple parties will be gone. 

Providing you an example may be the best way to describe how CommonLine works: 

Page 6 
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■ WNh CommonLlno. schools will be able to ues software packages such as WhlzKW. 
which Is USA Services- loan appllcaMon entry and transmission software on a PC, to 
create all loan applications for their students and elecUonically transmit those loan 
applications, in a common format, to the CompuServe mailboxes ovmed by any and all 
participating lenders, guarantors, or servicers. 

The participating guarantors, lenders, and servicers will pick up these data from their 
mailboxes and perform their usual loan processing functions, after which they will servJ 
information about those applications (e.g.. dollar amount guaranteed), in a common 
format, to the schoors mailbox in CompuServe. 

■ The financial aid administrator will use WhizKid to pick up that application status 
information from the school's CompuServe mailbox and process all such data the same, 
regardless of the source. 

The most significant change to emphasize here Is that, for the first time in WhIzKld's history. It 
can bo used to process loan applications for aov guarantor, even if that guarantor has no 
contractual relationship with USA Services, and even though that guarantor or guarar.tor servicer 
is a competitor of USA Services, or of one of its guarantor customers. 



Other guarantors throughout the country plan to similarly modify their school-based software to 
support CommonLine. and allow it to be used to process loans for any guarantor and lender. A 
simple, open, standard method means better, faster service for schools and student. 
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we expert that CommonLlne will t>e operational for the 1995 lending season. For example, 
WhizKid will be modified to communicate in Ihis way in less than 30 days from now. 

We are convinced that ConmonLine will provide a major txeakthroogh in the industrys efforts to 
improve the FFELP delivery process for schools and s' jdents. We are also convinced that 
CommonLlne is the foundation for Ihe industry to bring many more excltino improvements to the 
financial aid community in coming years. Our role in a changing shident-aid environment is to 

Ke«p options open for schools and keep access open for students CommonLinr -ioes just that. 

and we are committed to making it work. 

Thank You. 1 will be happy to answer any questions you may have. 
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Rapaying Federal Education Loans 

How Much Will It Cost? 

A bomwer's tool ptywcm >od inttresl ch«rge! w.U depend on sevtral f»:lon: ihe amouol of debt, 
ihe .nttresi rxe clurjed on ihe loms. the length of the paytuck period, snd the n«;thod of repaytnent. 
Ilie following examples have been prepared to show consumers how much they could expect to pay 
in interest under five different repayment strategies. 
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ADDENDDM TO STa TEMEMT BY CARL DALSTPnM 

The ICRP and Other Repayment Options 

Now, I'd like to talk about the new income contingent repayment 
plan. Also known as the "pay as you can" plan, the ICRP bases 
monthly payments on borrowers' incomes. The goal of the ICRP is a 
worthy one. Borrowers in financial distress should be able to 
reduce their monthly payments to affordable amounts. But the ICRP's 
current structure poses myriad dangers to borrowers and taxpayers. 

The IC RP's DaiKTerB to Borrowera: 

1. The ICRP is expensive because it lowers monthly payments in 
the early years of the loan and permits negative amortization 
- that is, borrowers may make payments that are less than the 
accruing interest. In some cases, the borrower doesn't have to 
make any payment, even though the interest meter will keep 
ticking away. Once a year, unpaid interest will be added to 
the principal balance. The rules limit interest capitalization 
to 10 percent of the initial principal, but unpaid interest in 
excess of the amoupt that can be capitalized will be added to 
the overall loan balance. If any creditor tried to market «ny 
product in this manner, consumer rights advocates would - 
correctly - attack such a scheme. 

2. The ICRP will entice students to borrow more than they can 
ever comfortably afford to repay, trapping them into 25 years 
of financially- indentured servitude. By calling the ICRP the 
"pay-aa-you-can plan, " the Department is telling borrowers 
that they can borrow all they want without regard to whether 
or not they will be able to repay the loan. Worse, parents 
may use the ICRP as a convenient reason not to save for their 
children's education. 

3. By telling students that the ICRP makes college loans more 
affordable, the Department is signalling borrowers that the 
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ICRP will make thsir loans cheaper. Yet, low payments in the 
early years of the loan and the distinct possibility of 
negative amortization make the ICRP one of the most expensive 
ways to repay a student loan. 

4. Under the ICRP, the government will forgive an unpaid loan 
balance after 25 years, but the unpaid balance will be taxed 
as ordinary income by the IRS, and the taxpayers will assume 
the burden of the unpaid loan. 

5. Thanks to the ICRP's complex payment formula, most borrowers 
will have no way of knowing whether the loan servicer 
calculated the payment correctly, how long it will take to 
repay their loans, or how much they'll pay in interest. 

The ICRP' a gangers to Taxpavra 

1. The ICRP will encourage overborrowing, raising program costs. 

2. Some borrowers may be able to legally avoid payment simply by 
shifting income to spouses or others. 

3. By pushing students to the ICRP, unscrupulous school operators 
can, in the words of this committee, "mask the consequences of 
poor educational programs." These schools won't have to worry 
about posting high default rates since unpaid balances will be 
forgiven rather than declared in default, 25 years after the 
borrower begins repayment. 

4. Taxpayers will have to absorb most of the losses incurred when 
loan balances are forgiven. When monthly payments are 
insufficient to cover the accruing interest, taxpayers will 
take another hit. The ICRP is a zero- sum game: If the borrower 
doesn't pay the interest or the principal, the taxpayer does. 
Moreover, the Department has the authority to put borrowers 
who are in default into the ICRP. This tactic could easily 
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backfire. Permiccing low-income borrowers Co make below- 
interesc payments will simply increase cheir borrowing costs 
and postpone the inevitable. 

Although the ICRP, under the current rules, offers an unattractive 
choice to most borrowers, the goal of providing income contingent 
repayment remains worthwhile. Now that lawmakers on Capitol Hill 
have begun to consider whether the ICRP should be made available to 
borrowers served by FFELP loans, policymakers have an opportunity 
to address concerns that the ICRP's terms are too costly and 
vulnerable to fraud and abuse. For example, the costs associaced 
with negative amortization could be addressed by restricting the 
number of yeais in which borrowers would be allowed to make 
payments that are insufficient to cover the accruing interest on 
their loan balances, such a limitation would not only reduce long- 
term interest expenses but would also make it less likely chat 
borrowers would leave unpaid loan balances at the end of 25 years. 
FFELP industry participants may also want to consider ways to 
discourage overborrowing . This could be achieved by adjusting the 
payment formula or providing incentives to borrowers who repay 
their loans sooner rather than later (smaller loans can be repaid 
more quickly than bigger leans) . 

O ther Repavmi-nt Options 

The good news is chat borrowers who need payment relief have other, 
less costly ways to reduce their monthly installments. 

■ Both the guaranteed and direct programs offer long-term, 
equal -installment plans, which allow borrowers to stretch 
their repayment period from the standard 10 years to periods 
ranging from 12 to 30 years, depending on their debt levels. 
Long-term repayment plans can reduce monthly payirients by as 
much as 40 percent, while still providing for the borrower to 
repay the entire balance. 
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Both the FFELP and FDLP offer graduated repayment options. 
These plans offer lew initial payments, which are then 
increased at regular intervals. These plans often appeal to 
borrowers who may have low post-school earnings but are 
confident that their incomes will steadily increase. 

Guaranteed loans offer an income-sensitive repayment option. 
Like the ICRP, income-sensitive payments are based on the 
borrower's income. However, negative amortization is not 
permitted except during periods of deferment and forbearance. 
This pi-ovision lessens the likelihood that the borrower will 
experience the substantial negative amortization that is 
possible under the ICRP. Another advantage of income- 
sensitive repayment is that lenders can tailor their plans to 
meet the needs of their borrowers. The ICRP follows a one- 
size -must - f it - al 1 approach. 

In addition, borrowers can take advantage of deferments and 
forbearances to obtain short-term or long-term payment relief. 

Deferments enable borrowers to suspend payments on their loans 
for specified periods; this is a logical step for borrowers 
with subsidized S;aftord loans because the government pays the 
interest that accrues during the deferment period. 

Forbearances allow the lender to suspend or reduce the monthly 
payment, or extend the repayment period. Depending on the 
borrower's need, a FFELP lender can stretch out the repayment 
period as long as necessary. Forbearance is one of the most 
flexible tools available to lenders. It can be used to 
custom-tailor a repayment program tc meet the nepds of an 
individual borrower. Lenders or their loan servicers maintain 
close contact with borrowers who are in forbearance. For 
example, a suspended-payment forbearance is granted only in 
increments of several months; the lender reviews the terms of 
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the forbearance before granting an extension. This helps to 
ensure that the borrower does not remain too long in a period 
of negative amortization. The terms of the forbearance can be 
modified, according to the borrower's needs. In short, FFELP 
lenders and loan servicers can and do use forbearance to 
arrange loan workouts on a case -by-case basis. 

Today, the customer service representatives at USA Services and our 
sister company, the Education Loan Servicing Center, Inc., or ELSC, 
may more aptly be described as repayment counselors. Our 
representatives can not only tell borrowers about their numerous 
repayment options but, with the help of special software, tell 
borrowers what their payments would be under each of the available 
plans. We can even estimate interest rate costs under each plan to 
help borrowers understand the full cost of each plan. By guiding 
borrowers through the repayment maze, we can help them make sound 
and informed financial decisions. 



Repayment assistance is free to ths borrower, who pays no fees to 
arrange new loan terms. When a borrower arranges a consolidation 
loan, there are no application fees or prepayment penalties. And, 
by the way, our customer service representatives are available via 
a toll-free hotline. 

I would like to dispel the notion that lenders are not hurt when a 
borrower defaults. Nobody wins when a borrower defaults. Not the 
borrower, not the taxpayer, and certainly not the lender or loan 
servicer. I want to emphasize that lenders and loan servicers have 
substantial incentives to help borrowers work their way out of 
their payment problems. A delinquent or defaulted loan does not 
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generate income. A defaulted loan represents, at a minimum, a 2 
percent loss of the original principal, and the loss of future 
interest income. The due diligence required in handling delinquent 
or defaulted loans is costly. 

That's why we invest substantial resources in default prf>vent ion . 
These resources include nearly 200 employees who contact delinquent 
borrowers and help them avoid default, often by arranging new 
repayment terms. Indeed, in fiscal 1994, we prevented defaults on 
86 percent of delinquent loan dollars, thus averting well over $2 
billion in potential losses to lenders and taxpayers. 
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The ICRP. as it is currently 
structured, presents a 
diJpcuU choice for 
consumers: Lower momhty 
payments in the tarty years 
of the loan pose serious 
long-term consequences, 
including substaniialty 
higher interest costs and a 
potential tax liability. 



The ICRP Isn't for Everybody 

In mid- 1 993 Congress created the income contingent repayment plan (ICRP) ai 
a key feature unique /<> Direct Lending The plan is intended to ease the monthly 
payment burden for student-loan borrowers who have low incomes and large Jeht 
loads However worthy the goal, the ICRP. as it is currently structured. prc\cni^ 
a difficult choice for consumers Lower monthly payments in the early year\ iifilu- 
loan pose serious long-term consequences, including substantially higher i/i/i n x 
costs and a potential tax liability Critics are concerned about a lack ,il \,il, ■ 
guards against overborrowing and the administration 's aggressive plun- I - 
marketing the ICRP to borrowers Widespread use of the ICRP cwM ■ i.-^-., 
taxpayers to significant losses on loans that are "forgiven " after i i i/rv 

On D«enibeT 1, the U.S. Department of Education issued its final ruk-. t.- j 
repayment plan that would enable student borrowers who receive direct f o\ tmnn.-ni 
loans to tie their monthly installments to their incomes. The primary goal ol iIk 
ICRP, dubbed the "pay as you can" plan by the Clinton Administration, is to assure 
borrowers that they won't have to make payments that are more than the government 
determiiKS they can afford, no matter how high their outstanding loan balances 

Bowing to widespread criticism of the initially proposed rules for the ICRP, the 
Department made several major modifications to its formula for calculating 
monthly payments and interest charges, including a lower limit on the capitaliza- 
tion of interest during periods of negative amortization (when payments arc 
insufficient to cover even the accruing interest). Capitalization of interest can 
substantially increase borrowing costs, because borrowers must pay interest on 
interest. Some student and school groups argued that the proposed titles would 
significantly increase interest expenses for thousands of borrowers. 



By reducing the limit on 
capitalized interest, from 
the proposed limit of 
50 percent of the initial 
loan principal to 
10 percent, the Depart- 
h-.ent has increased costs 
for taxpayers 



The Department's changes will reduce total, long-temi interest expenses for some 
but certainly not all borrowers who elect to use the ICRP. Yet, even in cases where 
the changes will reduce total interest costs, borrowers are still likely tc find 
themselves pjying considerably more in interest than they would under other 
flexible payment options siKh as extended or graduated repayment plans. 

By reducing the limit on capiulized interest, from the proposed limit of 50 percent 
of the initial loan principal to 10 percent, the IJcpartment has increased costs for 
taxpayers. The government must sell debt securities to fiind direct loans. The 
ICRP allows borrowers to make regular monthly payments that are not sufficient 
to cover the accruing interest. In siKh cases, Washington must borrow additional 
funds to cover interest payments to government bondholders. Under the 50- 
percent limit, the Department of Education estimated that the additional interest- 
rate subsidies during the first five years of the program, when the number of direct 
loan borrowers will still be relatively low. would total $471 million.* By slashing 
the cap to 1 0 percent, the Depi rtment created an even bigger interest rate subsidy. 
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The final rules increase the 
complexity of the payment 
calcuiaxions and do not 
adequately address the lack 
of safeguards against 
overborrowing, fraud, 
and abuse. 



Payments are determined 
by a complicated formula 
that fakes into account the 
borrower's debt burden, 
gross income, discretionary 
income, marital status, and 
household size. 



The Department amended 
the formula to prevem 
monthty installments from 
exceeding 20 percent of 
discretionary income 



Critics had cited other drawbacks to the Department's initial design for the ICRP, 
claiming that the plan would help higher-income borrowers more than lower- 
income borrowers, encourage excessive borrowing, and. thaiJcs to the* highly 
complex payment rules, tnviic some individuals to avoid repayment by "gaming" 
the system. The Department did amend the payment formula to ease the repa> - 
ment burden for low-income botrowcrs. However, the final rules increase ihe 
complexity of the payment calculations and do not adequately address the tack of 
safeguards against overborrowing, fraud, and abuse. 

Despite these concerns, the ICRP is expected to appeal to a large nuniScr \>i 
borrowers for two reasons. First, many graduates, especially those whi» Jo n.-t 
realize the long-term interest costs, may jump at the chance to niakeexircn)v.-l\ l.>^o 
monthly payments during the early years of the loan. Second, the Dcpannwir 
Education has annourKed plans to promote the ICRP. not only to dircv.i I. 'an 
customers, but also to students with guaranteed loans issued under the w^M- 
established Federal Family Education Loan Program (FFELP). including iho-** 
who arc already in active repayment 



The goal of the ICRP legislation was to provide low monthly payments for 
borrowers with low incomes or very large debt burdens. Payments are determined 
by a complicated formula that takes into account the borrower's debt burden, gross 
income, discretionary iiKome. marital status, and household size. The following 
sumnury of the ICRP's key features is based on the final regulations. 

■ Unlike the equal -installment approach of traditional repayment plans, the 
ICRP uses a variable-payment structure. Each year, monthly installments arc 
based on a stipulated percentage of the borrower's adjusted gross income 
(AGI) for the previous year. This percentage, which ranges from 4 to 15 
percent, is determined by the initial loan balance. Installments can be reduced 
for borrowers with little discretionary income, which is calculated by subtracting 
the federal government's estimate for a poverty-level income for the borrower's 
household size from the borrower's AGI 

■ Payments can be waived if less than $15. Under the proposed rules, the 
threshold for waiving payments was $25. 

« To help tow-income borrowers, the Department amended the formula to prevent 
monthly installments from exccedmg 20 percent of discretionary income, 
dropping a proposed payment reduction of $7 for every nonspouse dependent. 
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If the monthly fkjyments are 
tnsuffictent to cover 
accrued interest, the unpaid 
portion is added annualb/ 
to the principal 



The government will cancel 
any unpaid balances for 
borrowers who are unable 
to repay their loans m full 
within 25 years, but 
'forgiven " loan balances 
wilt be taxed as ordinary 
income in the year in which 
the loans are forgiven. 



Existing guaranteed loans 
were decreed eligible for 
direct loan consolidation to 
enable 'virtuatty all FFEL 
borrowers " to repay their 
loans under the ICRP. 



The ICRP allows loan balances to grow even for borrowers who make regular 
payments for years. I f the monthly payments are insufTicicnt to cover accrued 
interest, the unpaid portion is added annually to the principal Although the 
principal balance— the amount that is subject to interest charges— is never 
allowed to exceed 1 1 0 percent of the initial principal, unpaid interest in excess 
of the cap continues to accrue and remains an obligation of the borrower. (For 
example, unpaid interest on a J 1 .000 loan can be capitalized until the principal 
balance reaches $1,100; any additional unpaid interest would be added to the 
total balance but not to the principal ) Consequently, borrowers vnlh heavy 
debt burdens must pay down the accrued interest before any portion of a 
payment is applied to the principal. 

Borrowers can elect to cap their monthly payments at the amount that would be 
required to pay ofTlhe initial loan balance in equal installments over a 1 2-ycar 
period. (Following a period of negative amortization, the capped amount is 
recalculated to reflect the increase in the outstanding loan balance.) This 
option helps high-income borrowers with heavy debt loads. 

The monthly installment must be recalculated once a year to reflect any 
increase or decrease in the adjusted gross income reported on the boirower's 
federal tax renim. as well as changes in the borrower's marital status and 
discretionary income. The calcdstions must also take into account adjustments 
in the federal government's estimates of threshold income levels for individuals 
and families living in poverty. 

The government will cancel any unpaid balances for borrowers who are 
unable to repay their loans in fiill within 25 years, but "forgiven " loan 
balances will be taxed as ordinary income in the year in which the loans are 
forgiven. Based on current federal income tax rates and the amounts forgiven, 
borrowers could (xc tax bills, payable in the year aBer the loan is forgiven, 
equal to 15 percen, 28 percent, 31 percent, or even more of their outstanding 
loan balances. Fai ure to pay the tax bill would result in penalties assessed by 
the Internal Reven je Service (IRS). TTie Clinton Administration has expressed 
an interest in Isgislation that would eliminate the tax liability, but the 
acceptability jnd durability of this tax break is highly questionable. 

At present, tlie ICRP is available not only to students who receive direct loans 
but also to h"FELP-only borrowers who consolidate their guaranteed loans 
into direct iMns. (Parents may not use the ICRP to repay PLUS loans.) 
Indeed, in proposing the consolidation rules, the Department of Education 
stated that existing guaranteed loans were decreed eligible for diitct loan 
consolidation to enable "virtually all FFEL borrowers" to repay their loans 
under the ICRP. Thus, the Department is targeting borrowers who have been 
successfiilly repaying their loans under one of several repayment plans ofTeted 
by the FFELP. including an income-sensitive plan and a graduated payment 
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plan, among othere. (In addiiion, effective July 1, 1995, bortowcre who are 
anending Direct Lending schools may consolidate their FFbLP loans under a 
direct loan while still in school.) 

The Department says it will limit ICRP eligibility to FFELP bora,' ere who 
cannot obtain consolidation loans from private lenders, or who have requested 
income-sensitive repayment terms f[om their lenders and found the terms 
offered to be unacceptable. Officials, however, have not taken steps to 
implement such restrictions, and. to date, there is no evidence that the 
Department requires documentation from the borrowers proving that the> had 
requested different repayment terms or any evidence that the lender was 
unable to comply with these requests 

Members of Congress have alrtady expressed their dismay that the Depanmcni s 
direct-loan consolidation forms bury the borrower's certification of eligibilit; 
in "boilerplate" language, which many people arc unlikely to understand or 
even read. Legislation introduced in mid- January by Rep. William Goodlini: 
(R-PA) would lestrict FFELP borrowers" access to the ICRP via consolidation 
to those who could not obtain a guaranteed loan or who demonstrate both 
financial need and a prcfcrciKe for income-contingent repayment. 

■ To u« the ICRP, borrowers ip'j; authorize the IRS to divulge key information 
on their federal income ta.x returns to the Depanment of Education. Reliance 
on tax return data means that borrowers" payments will be based on their 
incomes during the previous year. 



Concern about Safeguards 

The Department's initial plan was roundly criticized by student groups, schools, 
and even lawmakers who have ardently championed the development of flexible 
repayment options. These critics contended that the ICRP lacked essential consumer 
and fiscal safeguards. Although the final regulations address these concemi to a 
limited degree, the ICRP remains an expensive option for most borrowers. 

■ The interest paid by low-income borrowers could easily amount to twice the 
interest they would owe under other plans 

■ For borrowers who anticipate relatively low incomes in their immediate, post- 
school years, substantial increases in education debt produce only nominal 
increases in their initial montlily payments. Under the Department's formula, 
a student who expects to earn $20,000 a vear can increase borrowing from 
$2,500 to $25,000 before doubling the initial monthly payment (from $72 to 
$1 47). At that point, the borrower's payment would not cover the interest (at 
the current rate), and the balance would increase. Thus, borrowers are 
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already expressed their 
dismay that the 
Department's direct-ioan 
consolidation forms bur\ 
the borrower's certification 
of eligibility m 
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Thr final rules, which set 
!he maxmum payback role 
at 15 percent of adjusted 
gross income or 20 percent 
o/ discretionary ,ncome 
(whichever is lower), could 
exacerbate Die problem of 
overbcrrowmg 



encouraged toovcrbonow under ihe illusion ihai the additional debt results in 
little, if any. additional cost. Of course, the potential consequence to the 
borrower is 25 years of repayment without ever paying off the loan. 

■ The Imal rules, which set the ma.\imum payback rate at 1 5 percent of adjusted 
gross income or 20 percent of discretionary income (whichever is lower), could 
exacerbate the problem of overborrowing by individuals who focus strictly on 
the monthly payment amount. Under the new formula, a married borrower 
earning just $ 1 5,000 a year who elects to use the 1 2-year payment cap would 
be asked to make a monthly payment of just $54 to repay a $5,000 loan. The 
borrower would start making installments of $73 a month for a $10,000 loan, 
$85 for a $15,000 loan, and only $86 a month for any amount greater than 
$15,200. Eventhe payment fora$100,000debtwouldbejust $86! Critics fear 
the ICRP payment formula will entice students who have the weakest financial 
resources and prospects to borrow more than they could ever afford to repay. 

Another danger is that schools participating in Direct Lending will find it 
easier to raise tuition. Students will have to borrow more, but the schools can 
point out that under the ICRP, bigger debts won't mean bigger monthly 
mstaJlments. Moreover, the ICRP could provide an open invitation to scam 
schools, which won't have to worry about whether their students can repay 
their loans because the Deparunent does not plan to calculate default rates for 
Direct Lending schools. 

■ The plan's complex payment calculations will be difficult to administer and 
could easily invite fraud and abuse. Informed observers charge that borrowers 
can "game" the system, for example, by shifting income to spouses or others. 

■ Under the ICRP, loans that remain unpaid after 25 years arc canceled ra' 'ler than 
declared in default. The IRS, however, will treat forgiven loan balances as 
taxable income to the borrower. This provision will be particularly painful for 
borrowers with modest incomes, who won't h»ve the resources to pay a sudden 
tax bill. But taxes, if collected, will offset .inly part of borrowers' unpaid 
balances. The rest of the red ink will be absorbed by taxpayers. 

As noted earlier in •' : Network, the new chairs of the House and Senate education 
panels have expressed serious doubts about the Department's rules and marketing 
plans ror income contingent repayment. Congress may conduct hearings to 
examine the consumer issues raised by the ICRP. 
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The ICRP's Cost to Borrowm and Taxpayers 



Compared lo other paymeni plans, the ICRP will substantially increase interest 
expenses for both borrowers and taxTayers. Lower installments mean longer 
Compared w oiher paymM payback periods and greater total interest expenses over the life of the loan. Hie 
ptans. the ICRP will ceiling on interest capitalization and the loan forgiveness provisions will shift a 

substanaalty increase substantial part of the repayment burdnc from bonowers to taxpayers. 

interest expenses for both 

borrowers and taxpayers Limiting interest capiulization to 10 percent of the initial principal will provide 

little, if any, financial relief (or most borrowers Consider the following examples'. 

a Gina borrows $7,500 to finance her undergraduate degree in French 
literature. Unable to find a job as a translator, she goes to work at a 
photocopy still L-, where she earns $1 5,000 a year. If she elects to use the 
ICRP's capped-payment option, her income grows by 4 percent a year, 
and the annual interest rate holds steady at 8 percent, she would pay off 
the loaninabout 13'/i years. Hermonthlyinstallmentswouldstartat$66 
and eventually increase to $8 1 . In all, she would malce payments 
toulling $12,474, including $4,974 in interest. Gina could save more 
than $1,500 in interest charges by using the standard repayment plan, 
which would require a fixed monthly installment of $91 a month 
^.3 percent of her initial income) and retire the loan within 10 years. 

■ Derrick borrows $55,000 to fund his undergraduate degree and law 
degree at prestigious private universities. Eager to serve his commu- 
nity, he takes a $25,000-a-ycar job as a public defender To lower his 
monthly payments. Derrick decides to repay his loans under the ICRP. 
Assuming that Derrick chooses the 12-yeai payment cap, his income 
increases 4 percent a year, and the interest rate remains constant at 
8 percent, he can expect to pay $97,277 in interest over the next 
25 years. Because he will leave an unpaid balance of $8,734, he also 
can expect a tax bill for approximately $2,500, raising his toul cost to 
nearly $100,000. Taxpayers must absorb more than $6,200 in unpaid 
principal. Because negative amortization during the first eight years 
of repayment will increase the outstanding principal balance by about 
8 percent, it makes no difference whether the limit on capitalized 
interest is set at 10 percent or 50 percent. 

Who would benefit from the 10 percent limit on the amount of interest that is 
subject to compounding? Borrowers with very low incomes and'or very high debt 
burdens. For instance, under the 50-percent limit, someone witl: $80,000 in debts 
and an initial salar)- of $30,000 could expect to make payments totalling $1 87,407. 
including $ 1 83,703 in interest, and leave an unpaid balance of $76,297. Assuming 
the borrower is able to pay more than $21 ,000 in federal income taxes (based on a 
28-percent marginal rate) on the forgiven loan, taxpayers would be left with a ub 
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The ceiling on Merest 
capilalization creates a 
Zero-sum game: If the 
borrower doesn V pay the 
interest, the taxpayer does 



of about $55,000. Under the 1 0-percent cap, the borrower would make payments 
totalling $187,407, pay $168,989 in interest. leave an unpaid balance of $61 .582. 
and owe more than $ 1 7.000 in taxes. Over the life of the loan, however, taxpayers 
would have to absorb substantial interest expenses after the borrower reaches the 
10-percent limit on capitalized interest, pushing taxpayers' total cost well above 
$55,000. In effect, the ceiling on interest capitalization creates a zero-sum game: 
If the bonower doesn't pay the interest, the taxpayer does. 



Lawmakers and others 
have expressed concern 
that promotion ofincomt 
contingent repayment 
by ttu Department 
of Education will prompt 
borrowers who would be 
better served by one of the 
other availabte repayment 
options to choose the !CRP 
and, consequently, 
uimecessarity increase 
their interest costs. 



To ensure thtst only the 
borrowers who truly need 
or want the ICRP choose 
this repayment option, 
schools and the Department 
of EiSucotion must take 
extra care in cowiseling 
students about their 
repayment options 
and obligations. 



Who Needs Ihe ICRP? 

Lawmakers and others have expressed concern that promotion of income contingent 
repayment by the Department of EdiKation will prompt borrowers who would be 
better served by one of the other available repayment options to choose the ICRP 
and, consequently, unnecessarily increase their interest costs. Because the average 
total loan balance for students after they leave school is under $10,000, most 
bonovvers should be able to manage their payments under the standard, 10-year, 
equal-installment plan. 

Borrowers who are shouldering bigger debt loads can choose among a number of 
options designed to ease their monthly payment burdens. Direct-loan customers 
may extend the 1 0-year payback period and rcdiKe the installment amount via tl>e 
extended repayment or graduated repayment plan. Borrowers who receive 
guaranteed loan* under the FFELP also have several flexible repayment options 
available to them, including consolidation, graduated repayment, and an income- 
sensitive repayment plan. Theje methods provide payment flexibility and do not 
encourage excessive negative amortization. In addition, borrowers who are 
expeneiKing short-term firtancial difTiculties can obtain temporary relief by 
requesting a period of deferment or forbearance. 

Switching to the ICRP may benefit borrowers who would otherwise default on 
their loan.s, because the short-term and long-term repercussions of default are 
severe. The ICRP may appeal to individuals who incur hefty education debts but 
have strong expecutiona of substantial earnings growth (for example, medical 
school graduates who earn modest salaries while completing their hospital lesidency 
requirements), but these bonowers should evaluate tlieir other repayment options- 
long-term, equal-installment plans or graduated repayment may provide the needed 
flexibility at a lower interest cost. Borrowers who have modest or poor income 
expectations should be cautioned to fiilly explore the ramifications of choosing 
the ICRP to repay a substantial amount of education loans. These borrowers are 
likely to see their loans immediately sink into negative amortization and remain 
there for years. 

To ensure that only the borrowers who truly need or want the ICRP choose this 
repayment option, schools and the Department of Education must take extra 
care in counseling students about their repayment options and obligations. 
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The ICRF rtkxy offer bor- 
rowers she lowest monthty 
payments, but it aiso 
carries the greatest risk that 
education debts wtll tntly 
become a mortgage on 
thetr future buying and 
borrowing power. 



Borrow-crs — especially those with little cxpcncncc in managing credit — cannot 
make an informed decision unless they fully understand the long-term costs and 
potential tax consequences associated with the ICRP- 



Cottctusion 

Flexible repayment plans arc intended to ease the initial payment burden for 
students after they leave school, but each carries a price: Reduced payments in the 
early years will boost total interest costs and erode discretionary income over the 
long haul. The ICRP may offer borrowers the lowest monthly payments, but il 
also carries the greatest risk that education debts will truly become a mortgage on 
their future buying &nd borrowing power and may infringe on their ability to help 
their children finance a college education. 
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Advisory Committee Testimony- April II, I99S 

Good morning. My name is Ruth Lammert-Reeves. I am the Assistant Dean for Financial Aid 
at Georgetown University Lav; Center. Many thanks to the Advisory Committee for the 
opportunity to come and talk today about issues of concern to students who use the FFELP 
program to meet their college/university costs. With some 60% of all college students 
continuing to rely on FFELP for the 1995-96 year, I appreciate that FFELP is receiving some 
much-needed attention, and hope this interest carries over to other venues as well. 

My frame of reference for the FFEL Program is the experiences of professional students-law 
students specifically, who borrow up to $18,500 annually between the Stafford and 
unsubsidized Stafford loans to help cover the cost of law school. Georgetown Law Center has 
ail enrollment of about 2,400 students— 2,000 students who pursue J.D. degrees and an 
additional 400 students earning master degrees in various areas of legal specialties. 
.■\pproximately 85-90% of our students borrow loans while in law school. Last fall our 
entering students came from 48 states, plus the Virgin Islands and Puerto Rico. 

The average graduate in the class of 1995 owes $43,000 in federal loans from law school and 
an average of $4,100 for undergraduate education. Tliose debts result in approximately $630 
per month under a standard 10 year repayment plan. This year, we disbursed $27.5 million 
in federal Stafford and unsubsidized Stafford loans for our students. 

Our students" great reliance on the FFEL Program has given us many opportunities to note the 
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numerous strengths and weaknesses of the Program and suggest hov. it might be modified to 
better serve our students. 

My presentation today will focus on two major areas. These two broad areas are; 1) 
improvement of the delivery of loan funds to students and 2) the ease of loan repayment 
for borrowerj. 

Delivery of Funds to Students 

The delivery of loan funds to students includes; ease of application, including the process of 
applying-can we eliminate the application process per sc. and the clarity of the application/p- 
note to the borrower. 

There are numerous advantages to students if we are able to integrate the application for 
federal loans into the application process for other Title IV aid. This integration process has 
taken a circuitous route. It began with the implementation of a common loan application -a 
major step in simplifying the application process for FFELP borrowers. 1 had hopes for greater 
improvements when I read late last fall about an effort to streamline the FFELP application 
process by allowing data from the FAFSA to serve as the basis for a student's loan. 1 was 
intrigued with this idea and followed up on what progress was being made to effect this change 
for the 1995-96 year. 



Unfortunately, from what I can tell, a process that started out fairly optimistically in December 
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go. derailed somewhere along the way, and as I understand i,. ,he Department of Education's 
Office of General Counsel has not approved the revised non-application/p-note yet. (this is my 
name for it-) so our students will be completing applications for their federal loans separate 
from the FAFSA for this upcoming year. 

TTie delay in the approval of the "non-application" is disappointing. But it is also troubling, 
because it appears that items identified as problems on the suggested FFELP form are perfectly 
acceptable on the Federal Direct Loan Program promissory note. The draft FFELP non- 
application borrows several concepts from the FDL Program-but I understand that these same 
concepts are what has delayed approval of the revised FFELP non-application. These items 
include: 

1) the proposed FFELP non-application eliminates asking a separate question for whether or 
not the student wishes to borrow an unsubsidized Stafford. n,ere is not a separate question 
on the FDLP promissory note. 

2) the proposed fom> does not ask the student if s^e wishes to defer interest on the 
unsubsidized loan during periods of deferment, nor does the FDLP promissory note. 

3) the proposed form does not ask if the student approves receipt of the funds via electronic 
funds transfer, nor does the FDLP promissory note. 

I believe the absence in FFELP of the streamlining permitted the Federal Direct Program is a 
real disservice to our students. All of the items mentioned here are issues that have delayed 
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approval of the revised FFELP non-application. There may be others, but these are the ones 
I am focusing on because of their direct affect on students. It is not clear to me why there 
should be a different interpretation on the merits of the arguments between the two programs. 

A regulation which I believes harms students is the rule requiring two equal disbursements 
within the loan period, regardless of how short or long the loan period is. For a student who 
is finishing his/her degree at the end of a summer term, requiring two disbursements during 
a 6 or 8 week term is absurd. The disbursement process becomes even more cumbersome if 
the student is visiting another school. In this instance, the student usually has to have another 
source-parent, friend or credit card, from which they can borrow to tide them over until the 
second disbursement arrives, usually late, because the check is made payable to the student and 
home school, which has to obtain the student's signature, deposit the funds to the student's 
account at the home school, and then issue a refimd. If the process is streamlined by using eft, 
there are often still delays in the student receiving the funds. Even requiring two disbursements 
during a regular 15 week semester is unnecessary. If disbursing funds twice during one 
semester is so beneficial, why don't we require two disbursements per term for everyone, 
regardless of whether the loan is for an academic year or just one term. Or why not disburse 
loan proceeds monthly or weekly??? 

REPAYMENT ISSUES 

The second area I would like to address is the repayment side. The word I would like to leave 
you with is consistency, or I should say, lack of it. Here. Congress bears much of the 
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responsibility for what I think are some of the major problems. Although there are other 
important issues where the Department of Education could provide solutions. 

The area of total confusion for students is the difference in loan names and terms for seemingly 
the same loan, and sometimes for the same borrower. If I borrowed before Wednesday, but 
after Monday, my interest rate for my federal loan is one rate. But if I borrowed Tuesday at 
1 1 -.59 p.m. and if happened to be a lunar eclipse, I have a different rate, but only during years 
that end in an even number. I would like to suggest an item for inclusion on the proposed 
legislative amnesty day that the House Republicans have suggested. My proposal would be 
to use the same basis for determining the interest charged, and the same deferment, forbearance 
and grace periods for each type of federal student loan. If you have a Stafford Loan, the 

interest is always going to be based on the following criteria If you have a Stafford and 

return to school at least half-time in a degree or certificate program, you may always defer the 
loan, etc. Would this be so hard? Would it cost a lot of money? I think the defaults arising 
from the confusion over repayment have to more than equal the cost of standardizing the terms. 
It has to be easier than the computer programs that are probably still being developed to cope 
with the interest rate changes that will occur this July. In any case, I invite any ED official 
that is here, or anyone else who thinks they know from interest rates, defemients and grace 
periods to come give an exit interview to gradimting students and face the confused looks on 
people's faces when you try to explain loan program terms. An old SLS is pretty much just 
like an unsubsidized Stafford except that the interest rate basis is different and the grace period 
is shorter.. .except if you ask for the grace to be extended before the first payment is due your 
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lender has to give you a deferral until your Stafford goes into repayment. ..and so on. 

People who work in student aid everyday caruiot keep the information straight. I'm willing 
to wager two percentage points of a typical school's default rate that confusion over terms 
pushes the default rate up. A national "reconcile the terms of federal student loans" amnesty 
day would go a long way to helping borrowers keep things straight when they enter repayment 

For borrowers who transfer schools or enter graduate/professional school, deferral of prior 
loans has been made far simpler by the implementation of a universal deferment form. In my 
experience, this was an area that was long overdue for reform. We had lenders who would not 
accept the form for their program if had been photocopied to a different color of paper. 

Now. we need a standardization of forbearance forms as well. 1 understand a draft of a 
forbearance form is still being digested at the Department of Education-no predictions on if 
or when it will see the light of day. Adoption of a common consolidation form is also being 
delayed. A potentially major issue that students are probably not aware of yet is the difference 
in interpretation the Department has made for consolidation options between the FDLP and the 
FFEL Programs. ED has interpreted the law very favorably for FDLP borrowers and the exact 
opposite way for FFELP borrowers. Under FDLP. the interest subsidy continues under 
consolidation for eligible loans. As currently structured, the interest subsidy does not continue 
under consolidation for FFELP loans that would othe-.-wisc be eligible for deferral. 1 find this 
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a troubling inequity between the two programs. 

There is also a lack of comparability in other aspects of repayment-most significantly in not 
offering income contingent repayment in FFEL. I know there are bills in Congress which 
would authorize parallel income contingent repayment options in FFELP, but until those bills 
become law, income contingency is not available to a borrower unless the borrower transfers 
his/her loans into an Individual Education Account (lEA). When this occurs, at least as I 
presently understand it. the student cannot transfer his/her loans back to a traditional loan 
consolidation program. You might wonder why a borrower would want the option of using 
loan consolidation offered by organizations other than the government. 

The answer is simple-, repayment incentives. Sallie Mae and others provide incentives such 
as lower interest charges if the borrower uses automatic withdrawal from his/her bank account. 
If the borrower maintains an on-time payment record for 4 years, the interest rate is reduced 
by an additional 2% for the remainder of the borrowers repayment. Right now, to my 
knowledge, none of these innovations exist or are in the planning stages in I.E. A. Borrowers 
need to be able to make choices 

I think it is fair to say that the development and implementation of the FDL Program is much 
further along than a typical new program might otherwise be because of the existence of the 
FFEL Program. The reverse is also true. FFELP gave the shapers of the FDL Program a 
measuring stick to aid in the development of FDLP. Innovations in FDL had the impact of 
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providing remarkable clarity to FFELP players. In my opinion, agreement within the FFELP 
industry on issues such as a common loan application would not have occuned without 
pressure exerted by the looming presence of the FDL Program. 1 applaud the fact that this 
situation has been allowed to occur, because 1 think it has benefitted our students, and I hope 
the motivation for innovation and improvements continues. 

Thanks again to the Advisory Committee for the opportunity to express my views on how to 
improve the FFF.L Program. 
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Jean S. Frohlicher 
President 

National Council of Higher Education Loan Programs 

Madame Chairman and Members of the Advisory Committee. 

Thank you for asking me to appear today, representing the National Council of 
Higher Education Loan Programs (NCHELP). NCHELP s voting membership is 
comprised of State-designated guaranty agencies and State-based secondary markets 
charged with the administration of the Federal Family Education Loan Program 
(FFELP). Associate members include other participants on the "provider" side of 
student loans - lenders, servicers, collectors, and institutions of postsecondary 
education. 

We appreciate the Advisory Committee's continued attention to the important 
issue of FFELP reform and the many constructive suggestions the Committee has 
made for the Program's Improvement. Unfortunately, it does not appear that the 
Department shares the Committee s commitment to FFELP reform. Virtually unlimited 
resources have been invested by the Department in implementing the Federal Direct 
Student Loan Program (FDSLP). while attention to FFELP issues has languished and 
the number of personnel involved in developing regulations and policies for the program 
has been eroded. 

Even prior to the enactment of the Omnibus Budget Reconciliation Act of 1993. 
with Its creation of the FDSLP as competition for FFELP, participants in the latter have 
consistently sought to improve their services to students and institutions. The FFELP 
community is confident that it administers the better program, and would welcome the 
opportunity to prove it if we believed we had a "level playing field" on which to do -so. 

We recognize that all terms and conditions of the two loan programs cannot, 
because of statutory differences, be identical. For example. FFELP loans can de 
consolidated into FDSLP, but the reverse is not true. Similarly the Department of 
Education is authorized to provide income-contingent repayment options, with 
forgiveness of any unpaid balance after 25 years; FFELP participants do not have the 
same authority. 

Unfortunately, however, it appears that ED is undertaking an orchestrated 
campaign to make the two programs as different as possible, by refusing to approve 
community efforts to streamline FFELP offerings to students ana their institutions. 
Appended to my testimony as Attachment A is a letter to Secretary Riley from the major 
organizations representing the FFELP community expressing their concern at the 
Department's unwillingness to allow improvements to the FFELP delivery process. 

Other panelists will go into more detail concerning their efforts to gain ED 
approval of the ELM process and the use of the FAFSA as an application document for 
the FFEL Program. In neither case have ED personnel appeared willing to cooperate 
with the community in finding solutions to perceived problems. Father the Department 
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has interpreted the statute as narrowly as possible, a significant contrast to their liberal 
interpretations of the law regarding FDSLP. 

One area in which substantial progress has been made is in the standardization 
of forms and procedures for FFELP participants. Since the enactment of the Higher 
Education Amendments of 1992. with its provisions mandating standardization. 
NChELP and its committees have been actively involved in furthering that goal. The 
creation of the Ad Hoc Committee on Standardization, chaired by Dallas Martin of 
NASFAA, has provided the forum for the entire higher education community, including 
institutions of higher education, FFELP participants, students, and legal services 
representatives, to meet and discuss issues in standardization. The Committee then 
makes a community-wide recommendation to the Department for its approval. 

To date, the Ad Hoc Committee has recommended to the Department, and 
negotiated on. the following standardized forms: 

Common subr>idized/unsubsidized Stafford Application 
Common PLUS Application 
• ■ Common Consolidation forms 

Common deferment forms, including a revised hardship deferment form 

to reflect subsequent statutory changes 

Common cancellation form for permanent and total disability 

Common garnishment forms and procedures 

Common claim and preclaim forms and procedures 

Common procedures for guarantor review of lender skip-tracing 

While the process has worked reasonably efficiently, it cannot be said to be 
working to the community's satisfaction. Departmental staff are extremely prescriptive 
In their approval of standard forms, dictating not only content and layout but also 
margin width and type face. And, in too many instances, the FFEL community has 
been denied approval of forms that have been acceptable for use in the Direct Lending 
program, thereby putting FFEL borrowers at a disadvantage. 

Appended to my testimony as Attachment B is the Department's response to the 
Ad Hoc Committee conceming its moot rece/it proposal for the common Stafford 
application form. As you will note, ED requires the FFEL form to continue to have 
check-boxes for the borrower to indicate his interest in deferment of his loan obligation 
while he is in in-school status and in allowing the lender to capitalize the accrued 
interest during that period - items the FDSLP form includes as notice items to the 
borrower. In addition, ED is requiring the continuation of a lender section on the FFEL 
form, even though this section is used only for the lender's intemal record-keeping and 
provides no information or substantive value either to the borrower or to the school. 
Finally, ED refuses to allow a guaranty agency to assign a borrower's application to his 
most recent FFELP lender, in furtherance of the statute's "one lender, one holder" rule. 
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raising questions whether such action (by a guarantor. NOT an institution) might give 
rise to inference of lender liability under the FTC holder rule The letter states that 
"OGC firmly believes that the school is responsible for ensuring that the applicant 
completes the entire borrower section' . " This would appear to NCHELP to give 
unscrupulous institutions greater control over a borrower s choice of lenders than a 
mere assignment by a guaranty agency to a prior lender It will surely result in 
processing delays if the section is inadvertently left blank 

ED has also cited statutory barriers to allowing FFELP consolidators to continue 
to extend benefits to subsidized Stafford borrowers on those loans included in a 
consolidated loan, as provided for in FDSLP. The Ad Hoc Committee has appealed to 
Secretary Riley to waive the perceived statutory prohibition, as FFELP consolidators 
would otherwise be severely disadvantaged in availing themselves of extended and/or 
income-sensitive repayment options. 

Too often, the Department's goal appears to be standardization-for- 
standardlzation's-sake. rather than a focus on the legitimate needs of the borrower. In 
a parallel to their decisions on the common Stafford application. ED is considering 
requiring guaranty agencies to print the consolidation form, rather than allowing lenders 
to print the common form, as they now print their own forms. In addition. ED wants all 
discussion of repayment options on the form to be generic, with information about the 
iender's specific options contained only in wrap-around materials. Generic information 
does not help a borrower in deciding which option is best for him. Wrap-around 
materials can get lost, rendering the form useless to the borrower. 

Perhaps the most- successful industry improvement efforts have been those that 
the community undertook without seeking Departmental input or approval. The 
NCHELP CommonLine*" Network, an outgrowth of a proposal initially made by USA 
GROUP and Sallie Mae, appears to be enthusiastically accepted by the guaranty 
agency community, with almost all agencies planning to be in electronic communication 
with their institutions during this school year. Through the efforts of the NCHELP 
Program Operations Committee, a common data set has been developed through 
which any guaranty agency can guarantee j loan upon receiving information 
electronically from the Institution. Attachment C details agencies' plans to participate 
in CommonLine"". 

To provide operational-level guidance to the FFELP community on implementa- 
tion of Departmental regulations and "Dear Colleague" Letters, organizations 
representing the community have established the Program Administration Review 
Council (PARc). This Council, through its Facilitation Committee, is developing 
common recommendations on operational issues where seeking Departmental 
guidance wou'd be an invitation to micro-management. Among its current projects is 
the Repaymeni Options Workgroup, which seeks to systematize and standardize 
borrower repayment options in the FFEL Program. 
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Finally, regional groups of guaranty agencies, led by the New England 
guarantors, are developing common policy manuals, so that institutions need only deal 
with a single set of policies for the major guarantors. The Rocky Mountain guarantors 
are similarly developing a manual, and USA GROUP has offered its policy manual for 
consideration and/or adoption as a basic document. Tliese activities are in direct 
response to legitimate institutional concerns about interpretational differences among 
guaranty agencies, and provide a stepping stone to a national policy manual in the not- 
too-distant future. 

In short, the FFEL community is willing and eager to follow the Advisory 
Committee's lead in simplifying and standardizing the FFEL Program for students and 
schools. Our major impediment appears to be the Department of Education, which is 
either inattentive to FFELP community concerns or intentionally obstructive to oi.r 
efforts at reform. What we are facing is a situation where FFELP is being regulated by 
an entity - the Department of Education - which views it as a competitor. Who can 
say how much progress MCI might have made if AT & T had been in charge of 
regulating its growth? We look forward to working with the Advisory Committee in 
assuring that much needed reforms become a reality. 
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April 10. 1995 



The Honorable Richard Riley 
Secretary 

U.S. Department of Education 
600 Independence Avenue. S.W. 
Room 6263 

Washington, D.C. 20202 
Dear Mr Secretary: 

We are deeply disturbed at the extent to which the Department of Education has used 
Its regulatory and oversight authonty to preclude effective delivery of program improve- 
ments to student and parent borrowers in the FFEL program. Cited below are 
numerous instances which call into question the intention of the Department to regulate 
the Student Loan programs in the public interest and in the manner intended by 
Congress. The consistent opposition of the Department to efforts by the FFEL 
comnnunity to improve loan delivery to students effectively precludes establishing the 
same terms and conditions necessary for a valid comparison of the two programs and 
does a great disservice to the vast majonty of student loan bon-owers who participate 
in the FFEL program. 

We would appreciate your reviewing the following issues and indicating what action the 
Department might to take to provr.1e the same terms and conditions for borrowers in the 
FDSL and FFEL programs. If cun-ent law and\or regulations restrict your ability to 
provide students and schools eqtal benefits and opportunities in both programs, we 
would appreciate your suggestions of any changes necessary to insure that FFEL 
participants, including students, schools, and providers are given the M support of the 
Department of Education in the delivery of the FFEL program. 



1995-96 Common Application - The Department's continued delays in 
approving a new common application form for the FFEL programs means 
that processing delays and confusion identified by the configuration of the 
current application will continue into the upcoming academic year. The 
changes to the form were all approved by the Ad Hoc Committee on 
Standardization in November 1994, and a final draft was delivered to the 
Department in earty December. In all instances, the Direct Loan Applica- 
tion which has been approved by the Department takes the same 
approach as that proposed by the FFELP community. However, 
Departmental staff have refused to allow similar improvements in the 
FFELP form. 
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2. FFELP Consolidation Fonm - ED staff stated that the Office of General 
Counsel had ruled that statutory language (which had been drafted by the 
Department as part of the OBRA process In 1993) precluded the FFELP 
community from continuing to provide subsidies on subsidized Stafford 
loans included in a consolidated loan, as allowed in FDSLP consolidation. 
This ruling, which would significantly disadvantage FFELP borrowers 
wishing to consolidate their indebtedness with' their FFELP lender, creates 
a dispanty between the two consolidation programs. The Ad Hoc 
Committee on Standardization has appealed to you to waive the statutory 
barrier, and the community awaits your decision on this highly important 
matter. 

3. Us« of FAFSA as an application document for FFEL - In July 1994 
the Coalition for Student Loan Refonn transmitted seven FFELP refonn 
proposals to the Department which required your assistance in implement- 
ing. Two of the proposals were the use of the FAFSA as the FFELP 
application and the ability for guaranty agencies to obtain FAFSA data 
electronically. These same issues were on three FFELP Summit agendas 
with no resolution being realized. Subsequently a meeting with ED 
personnel at the technical level to resolve the issues raised by the 
community's proposal to allow the guaranty agency designated by Ihe 
institution (at the borrower's request) to access FAFSA data electronically 
has not resulted in a final resolution arlcV a response from the Department 
is still outstanding. Such access would significantly simplify the applica- 
tion process tor students and schools, and would convert what is.currently 
a costly manual process into a quicker electronic one. It would also allow 
the FFEL application process to mirror the Direct Lending process at the 
school level. 

4. Threats of sanctions for institutions participating in the ELM process 

- ELM, a FFEL community-developed application process for student 
financial aid, would allow a prospective student to fill out application forms 
on his/her own PC and forward them, through ELM for a determination of 
aid (including FFEL) eligibility. Department personnel have stated that 
only the FAFSA can be used for such determination, and only through the 
mechanism of EDExpress or the paper FAFSA printed by the Department 
e/en though the ELM software "may be better." Departmental policymak- 
ers have been unwilling to seek mutually-agreeable solutions to the 
impediments they feel exist We believe ELM to be an extremely 
promising breakthrough in simplifying a process for the individual student 
by using technok}gy not previously available. 
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5. Confusion surrounding the status of the 1992 FFEL regulations - 
You suspended the enforcement of the 1992 regulations for the FFEL 
Program soon after taking office, since you agreed with the community 
that they were flawed and internally inconsistent Departmental 
policymakers insist that the regulations are "effective but not enforced" 
and that the FFEL community should be making "good faith efforts" to 
comply with them. These statements are interpreted differently among 
ED regions, and audit exceptions are. in some cases, being taken 
because of noncompliance. Three years later, the community has not yet 
been informed when, if ever, the regulations (on which all subsequent 
regulatory packages have been based) will be corrected and enforced. 

6. Development of a now titie IV student aid delivery system - A major 
undertaking is in progress in the Department to develop a new, stream- 
lined, delivery system for title IV HEA student financial aid. There is no 
FFELP representation in this effort, apparently reflective of the 
Department's underlying assumption that the Direct Loan Program will be 
the only Federal loan program by the time the new delivery system is in 
place - an assumption not supported by existing law or Congressional 
intent 

7. Arbitrary determinations concerning use of guaranty agency reserve 
funds - Departmental staff assigned \o monitor guaranty agencies have 
issued arbitrary and capncious determinations conceming the acceptable 
use of agency reserve funds to support program improvements and 
innovations. Letters have been sent to alt guaranty agency heads by the 
Department demanding prior notification of any capital expenditures of 5% 
or more of an agency's reserves which, for a small agency coukJ mean 
the purchase of a modem computer system or the substantial upgrading 
of computer software. Implicit in such notice is the Departments ability 
to disapprove any such expenditure it wishes, under the general assertion 
that it is protecting the Federal fiscal interest Similarly, although ED had 
approved guarantor participation in the National Student Loan Clearing- 
house, which significantly simplifies the burden of reporting student status 
which institutions had previously borne, guaranty agency oversight 
personnel have now. without citing any reasons, infootied a guarantor that 
such participation will not be deemed an appropriate use of agency 
reserves once the National Student Loan Data System is functional. 
Since ED takes the position that alt of an agency's funds are Federal 
funds, this ruling would effectively preclude any continued guarantor 
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participation in a Cieannghouse which has been enthusiastically accepted 
by the school community. 

8. Refusal of tha Secratary to conform FFEL and FDSL Regulations - 
By narrowly circumscnbing the "parity" regulations despite the understand- 
ing of those participating in negotiated rulemaking, the Department made 
no real attempt to confonm the two programs. Specifically we note the 
absence of conforming amendments in the following areas: 

Capitalization - Additional requirements for lenders under FFEL 
could have been modified in the rulemaking process. 

Repayment - Repayment options could have been simolified by 
enhancing graduated and income sensitive repayment schedules 
and extending administrative fortearance provisions. 

Deferments - Many administrative requirements for deferments 
were reduced or eliminated in the FDSL regulations. The same 
consideration was not givssn to participants in FFEL. 

Forbearance - In addition to the lack of administrative fbrbearahoe 
noted above, FDSL regulations eliminated several general forbear- 
ance provisions and documei^tation requirements (e.g. written 
fbrtearanca agreement) specified under FFELP. Consideration of 
these simplification steps could just as easily been made available 
to FFELP borrowers. 

Loan Discharge - Numerous changes to the closed school/false 
certification discharge of loans made in FDSL (e.g. exceptional 
circumstances, requirement for execution of the promissory note) 
were not extended to FFEL program in the regulatory process. 

Prepayment - Options for prepayment were specifically and 
repeatedly discussed In negotiated rulemaking of the FOSL 
program with the assumption that these woukl be part of the 
FFEtJFDSL conforming regulations. They were not 

9. Unsupported legal interpretation regarding IRS offsets for Income 
Contingent Repayment - The contention that the Department may 
subrogate up to 10% of the defaulted loans which have an outstanding 
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IRS offset IS a clear misreading of statute and the intent of Congress in 
testing an Income Contingent Repayment plan. 



Taken individually, some of these Departmental positions may not appear 
significant. Taken together, they create a convincing pattem of Departmental 
negativism toward any FFELP improvement which might make the public/pnvate 
partnership more competitive with Direct Lending, to the detnment of schools and 
students. ED strategy clearty appears to be micromanagement of FFELP. and keeping 
it as burdensome and unresponsive toward its clientele as possible, while simulta- 
neously publicly extolling the improvements and responsiveness of Direct Lending. It 
IS untenable for FFELP to continue to be regulated by personnel committed to proving 
the superiority of Direct Lending. 

We are looking forward to receiving your response to the above issues as soon 
as possible. 



Sincerely. 





William D. Hansen 
Executive Director 
Education Finance Council 



National Counal of Higher 
Education Loan Programs 





President 

Consumer Bankers Association 



Executive Director 
Coalition for Student Loan 
Reform 



cc: Madeline Kunin 
Leo Komfeld 
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CTflTED STATES DEPARTMENT OF EDUCA'nO.N 



OrnCE OF POSTSECONTNAJOf EDtCAIIOS 



□r. Dallas .Martin 



m. 7BB6 



Cha'traan 

Ad Hoc Standardization Ccxmiictee 
Bacional Aaaociacioa of Sf.iident: Financial 

Aid Admloistratiors 
1920 L St. N.M., Suite 200 
Haahi.n9«on, DC aO03<-S020 

'Q«ar Dr. Martin: 

Per your request ac the March 8, 1995 meetiag of the Ad Hoc 
Standardization Committee (the Coaroittee) , the Department of 
Sducation (the Dcpajrsaenc) has reconaidwred several 
determinations made regiurdiag certain iteois contained ia the 
draft cotnaon Federal Stafford application outlined in our March 7 
leu(.«r. Aa a result o£ our further discugsions and consultation 
with ataff of the Department's Office of General Coxinsel tOGC! , 
the Departsent requests that the following changes, ia addition 
to thoi*« identified in th« March 7 letcar, b« (wtde in the 
application and supporting materials and a final draft of the 
cooaon application mterials for the Federal Stafford Loan 
(subsidized axtd uzurubaidixed) Program be oubmitted to the 
Department for final approval: 



BOiatOWER SECTIOW 



1. render Tdent i f icat i on Information. 

Several committee members »«r« unclear about OGC o viow that the 
proposed lamguag* to the instructions for the lender choice data 
element constitutes a 'business arrangement' Chat would result in 
liability for the lender under the Federal Trade Conaaiaoion' 
(FTC) Holder Rule. Therefore, the coranittee requested that OGC 
review its position and suggested that the instructions could be- 
fitirther clarified to specify that if the a ppli cant leave. y this 
field blank and the applicant has a prior FFEL? iGan(s), the 
guaranty agency, not the school, would complete the item using 
the applicant's nose recent FTSLP lender to process this new 
loan. OGC continues to believe that the relationship between the 
school and the agency would constitute a referral that would 
result in liability tor the lender under the FTC bolder rule. 
OGC firmly believes that the school is responsible for ensuring 
that the applicmat completes the entire 'borrower section* of the 
application form prior to sending it forward to either the lender 
oc guarantor. This process ensures that it is clear that a third 
party did not choose a lender for the applicant, contrary to 
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3Cac--:ory in:ie=:. rherefcre, please ax.er.d the lastructionB for 
data ilement *7 to advise the apoiicant ^.hat the Icar. is being 
inade by a fiaajicial inatitution '( i . a . , bauajc, cr«dic uninn. 
savings and loan association, etc) rather than the school or the 
guarantor and that the applicant's fail^ire to complete this item 
ni*y result in a delay in the proceaaiag of cha application. 

2 . Loan Tvce Recruenr, . 

Tie Cepartxent strongly believes that we have a resoonsibilitiy io 
the consuMr to provide sufficient infonation so that the 
applli;aiiL ia aware of what; he or she ia a.pplying to racaiva. Ma 
ar« not satisfied that there are other systems currently in place 
in the loan processing system that effectively and efficiently 
preserve a borrower's Kilio^^a to decline all or a portion of the 
loan without delaying the timely delivery of loan proceeds to the 
borrower. Therefore, please retain this data field on the 
application ;or:n, but revise it to read <ts» Coliowo. "I do not 
wish ;o receive an unsubsidized Federal Stafford Loan (see 
instructions) : a. No. I do not want an ■unsubsidized Federal 
Stafford." Mcdi2y che instructions lor Item »11 lo read aa 
tollcwa, "Check chis box if you do not wish to receive an 
unaubsidlzed Federal Stafford Loan. Refer to your Statement of 
Borrower's Rights and Kesponsibilitiea for information oLouL -the 
difference between a subsidized and an unsubsidized Stafford " 
Loan. Note: If you leave this item blank, it will be assumed 
that you want to be considered Sor both a subsidized and an 
unsubsidized Stajfcrd Loan. • 

3. la-Schocl d»>f<»T-n^> ;t reeruewr . 

ff??*^ coinmittee members had concerns aicut whether this data 
.leld la necessary at all since 34 CFR 632.210(0 (1) U) provides 
that the borrower may provide the lender with a certified loan 
application as documentation oC the borrower's eligibility for a 
student deferment. Hawever, as was indicated in the March S 
meeting, the Department does not view the school's certification 

„ •'^T^^ eligibility for a new loan as the deferment recueaC 
required in SS82. 210(a) (4) . Therefore, we continue to believe 
that a data element is needed to make the borrower aware that the 
borrower's loan(a) have entered a repayment status and the 
Borrower needs to make a decision to either make regular monthly 
payments or request a postponement of repayment. Please revise 

Me'«H"r^S^J^".''°."**o"J°ii°^"' do not wish to postpone 
(de.er) repayment of my Stafford and prior SLS loan(s) during the 
in-school and grace periods: a. No, I do not want a deferment." 

rSri'^Xi^'e'^'^^''"'-'^ '^^^ to read as followa, 'Oieck 

t_is box 1^ you want to make payr-ects on your loans that are in 
vcepayrnent status while you are in school. Note: If you leave 
this item bj.ank, it will be assumed that you want a deferment. 
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and you wi:i no= fce required tc xalce regular paymer.ca while L=. 
•ctooi. . * 

4 . •tgcueae for eai? - gaT i ^agicn. 

The Dcpaxcoent strongly beliavec that w« hav« * rBsponsibility to 
clearly iafora Che borrower of the inipacc of the borrower s 
choice on the bcrrowwr' s total debt. "This data field aad it3 
accompanying iaocrucciono are of ouch iinportanc* to th« 
borrower's overall icdebtedceaa that we isust require retention of 
data element *14. However, we will allow it to be changed to 
reod am foUcva, 'I am rcejpaeatiiig that the lendar =ot add th« 
i:iter««c on itty un»uhsidized Stafford and prior (SLS) loan'.a) 
which accrues during the in-»chcol and deferae-C periods, to my 
loan principal (capitalisation) . a. No, I do want my iatereat 
capitalized. Hote: If you leave this item blank, it will be 
assumed that you want your lender to capitalize your interest 
wUJLIe you •ue ' „-•*•■}••'•■'' cmd duiiuu de£«4.M>ent periods, and you 
will not be rwjuired to nake interest payments." 



fifgnOT. SBCTTQW 

S. Coae of Ar ,:;rn'ian'r'' <C0A) . Sxu ected ?aninv Contribution (EFC) . 
and Satimaeed yinangial Aid (EFR) . 



Several cotsoistee members believed that while the regulations are 
prescriptive ajsout the information to be provided to the lender 
by th« eligible school, a osore reasonable reading of this 
reouiremcnc would provide for the school to retain the 
information in the scnooi's records waich couia be made available 
to Ch« lendar upon request. However, OGC advises that given the 
specific language a£ section 42S (a> (2) (A) and the prcgram 
reguiattoas, tais approach is not supportable. OGC believes the 
Ceparcoent oust seek a statutory change and amnd current program 
regulations to resKSv* the provision under S682. 206(c) (2) Chat 
r«<iulrea a lender to review Che data on ths student's CCA and SFA 
that is provided by the school before these data elenencs may be 
removed from Che Inforaacion that the school certifies co-Che 
lesd«r maldsg Che loan. 



The Departaenc concinues Co oppose the eliaiinacion of Che 'leader 
^section" of ch« applicacion fom. OQ C be lieves cbe lender is Che 
tfesponaible party is. thm making of a FTKU? loan, regardless of 
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cie business arrangement becweea Che lender and tie guaratr.ty 
agency. Under 34 CrR 662.206, a lender is required :o perf3r:a 
certain loaii Micing £unc=iono iaclviding- decormir.iag losm. 
amounc. Sliainating the lender's portion of the application Jora 
woiild be Inconsistent with these regMlacory requirsraents and 
would ali min . T Cs whet 3hould be a lender' c rol« ia •n«url=g chat 
loan applications are properly completed and reflect legal 
requirements. It also confuses the borrower as to th« maker of 
the loan and -^rould leave lenders at risk for FTC holdor rula 
liability as a result of a referr-al relationship with the school. 
Therefore, the entire -lender section- must be retained, although 
it may be identified as cpciocal . 



The Department wiahes to thank che Ad Hoc Standardisation 
Committee for its continuing work in the develoomenc of comracn 
FFEU" application fcrrxs and standardized procedures. The 
Separtment vicww Lne determinationa made cju Lheae items as its 
final decision, '/is iselieve that this infonnation and that 
previously contained in the Department's March 7 letter will 
allow the Ad Hoc Committee to prepare the final tioiomoir lo«ui 
application materials for submission to the Department, ^lease 
contact me or Patricia Lyles of my staff if we can be of Liy 
furtner assistance to either the committee or members o£ the 
iJCHKL? Program Operations Committee as they preoare the final 
version of these materials . 



Sincerely, 




cc: M a. W ina Hold 

HCHELP Program Operations Committee 



Ms. Jean Prohlicher 
Executive Director, HCHEL? 
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Atcaehmenc C 

NCHELP ConnnionLine"" Nciuork Suney Results 



Attached are the results of an NCHELP fax sut^■ey. conducted March 23 - April 5, 1995 The 
survey indicates that all guarantors are commined to implementing the FFELP CommonLine 
Network as pan of their electronic guaranty process. In the immediate lending cycle for the 95- 
96 academic year, it appears that all but one. perhaps two. small guarantors will be able to 
receive and transmit data through the CommonLine Network at Levels I & U. Fully SO"c of the 
guaranty agencies will be participating at Level III -- which means they will have modified 
school-based software based on the NCHELP CommonLine network electronic formats. 

NCHELP estimates that for the 1996-97 lending cycle every guarantor will be panicipating in 
the CommonLine Network at Level III. which means that schools will no longer have lo 
maintain separate software systems for different guaranty agencies and/or lenders. The benefits 
to schools in terms of simplicity and flexibility will mean greatly enhanced service to students, 
decreased financial aid office workloads and. potentially, substantial cost savings. While it is 
difficult to provide an accurate prediction of the total FFEL loan volume which will be processed 
using the CommonLine Network, there is every reason to believe that virtually all schools which 
generate loan applications electronically will have access to a single software system capable of 
guaranteeing FFEL loans for any borrower, regardless of which lender or guaranty agency is 
chosen by the borrower. 



Agency 


Participate? 


Levels and Implementation Date 


Northstar (MN) 


Yes 


Level III 


5/95 


North Carolina 


Yes 


Level III 


7/95 


Great Lakes (WI) 


Yes 


Level I 


5/95 Level II/III 6/95 


Maine 


Yes 


Level III 


7/95 


New Jersey 


Yes 


Level I 


7/95 Level II Fall/95 


NELA (WA & ID) 


Yes 


Level ni 


7/95 


Virginia 


Yes 


Level in 


7/95 


ASA (MA, DC, etc.) 


Yes 


Level III 


7/95 


North Dakota 


no 


Unable in 95/96 will try for 96/97 


Illinois 


Yes 


Level III 


6-8/95 


Kentucky 


Yes 


LevelI&n7/95 Level IH 12/95 


Arkansas 


Yes 


Level III 


5/9: 


PHEAA (PA) 


Yes 


Level ni 


7/95 


Indiana 


Yes 


Level III 


5/95 


Oklahoma 


Yes 


Level III 


5/95 


Oregon 


Yes 


Level in 


5/95 


Vermont 


Yes 


Level I 


fail/95 Level II & Ul 7/96 


Louisiana 


Yes 


Level I & n 


6/95 


Alabama 


Yes 


Level I & n 


7/95 Level m 12/95 


Connecticut 


Yes 


Level I 


5/95 Level U 6/95 


California 


Yes 


Level I & 11 


6/95 Level 01 10/95 
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Florida 


Yes 


Level I & II 


7/95 Level HI 


New Mexico 


Yes 


under consideration for 95(96 






yes for 96/97 




EAC (South Dakou) 


Yes 


Level III 


7/95 


Iowa 


Yes 


Level III 


7/95 


Texas 


Yes 


Level I & 11 suinmer/95 Uvd III fair.'95 


Utah 


Yes 


Level in 


7/95 


Kansas 


Yes 


Level ni 


7/95 


Montana 


Yes 


Level III 


7/95 


Alaska 


Yes 


Level ni 


7/95 


Hawaii 


Yes 


Level in 


7/95 


Mississippi' 


Yes 


Level in 


7/95 


Nevada 


Yes 


Level UI 


7/95 


Wyoming 


Yes 


Level m 


7/96 


Colorado 


Yes 


Level in Suinmer/95 


Rhode Island 


Yes 


Level m 


7/95 


Tennessee 


Yes 


Level I faII/95 Level 11 winter/95 






Level III faII/96 


Michigan 


Yes 


Level UI fall/95 


New York 


Yes 


Level I & II 


5/95 Level ni 8/V5 


Nebraska 


Yes 


Level in 


8/95 


South Carolina 


Yes 


levels I & a 9/95 
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The FFELP CommonLine" Network 



The FFELP CommonLine Network is an industry-wide effon to prx)vide a common basis 
for the electronic exchange of dau and prtjvide a simplified and standardized method for 
guaranteeing loans and exchanging data. The atuched overview provides information and 
illustrations of how the process will work. The term Commo.iLine is ■service marked" to 
ensure that it can only be used in reference to student loan processing and is not the property 
of any particular organization. The process it describes. "The FFELP CommonLine Network"', 
allows participants the flexibility to retain existing school based software systems while 
becoming a part of a common data exchange network. 

The cooperative development of standard electronic file formats was the first step in a 
larger effon to provide a common means of data exchange. Completion of the "flat-file" formats 
was the result of the combined efforts and input of many smdent loan organizations, including 
both members and non-members of the Program Operations Committee. They are intended as 
standard transitional formats as the industry moves towards the use of ANSI EDI standards and 
have been distributed to all guaranty agencies as well as lenders, secondary markets, servicers, 
software developers and other interested parties. 

NCHELP will soon be releasing a guide on the use of CompuServe to link schools, 
guarantors, lenders and other organizations in the FFELP CommonLine Network using the 
common formats. This approach will allow schools to transmit and receive certification and 
guarantee dau in common formats which will in mm allow application processing for multiple 
guarantors through a single school based software package. 

By providing a greatly simplified loan guaranty process with the flexibility now offered 
by most school-based software, schools will be relieved of much of the current complexity and 
will be provided a cost-effective alternative to direct government lending. NCHELP encourages 
you to begin changes needed to implement use of the common formats and encourages your 
participation in the FFELP CommonLine Network data exchange through CompuServe. 

If you have any questions or would like additional information about the FFELP 
CommonLine Network, please conuct Greg Gollihur at NCHELP (202) 547-1571. Tom 
Wenmam. NCHELP Program Operations Committee (802) 654-372S. Jon Kroehler of USA 
Group at (317) 595-7122 or Laurie Campbell of Sallie Mae at (202) 298-2684. 
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FFELP rommnnLlnp SM Network 

The FFELP CommonLine" Network is an industry-wide effort to provide a common 
basis for the electronic exchange of dau and will provide a simplified and standardized 
method for guaranteeing loans and exchanging dau. The term CommonLine is "service 
marked" to ensure that it can only be used in reference to student loan processing and is 
not the property of any particular organization. The process it describes, "The FFELP 
CommonLine Network", allows participants the flexibUity to reuin existing school based 
software systems while becoming a part of a common dau exchange network. 

Development of the sundard electronic file fonnats was the furst step in a larger effort to 
provide a common means of data exchange. This guide explain.' the use of CompuServe 
to link schools, guarantors, lenders, and other organizations in the FFELP CommonLine 
Network using the common formats. This approach wQI allow schools to transmit and 
receive certification and guarantee data in common formats which will in turn allow 
application processing for multiple guarantors through a single school based software 
package. 

By providing a greatly simplified loan guaranty process with the flexibility now offered 
by most school-based software, schools wili be relieved of much of the cuncnt complexity 
and will be provided a cost-effective alternative to direct govenunem lending. The 
National CouncU of Higher Education Loan Programs (NCHELP) encourages you to begin 
changes needed to implement use of the common formats and encourages your 
participation in the FFELP CommonLine Network dau exchange through CompuServe. 

How CommonLine works (a synopsis): 

The Financial Aid Administrator uses school-based software to tfansmit loan applications 
to the CompuServe* mailboxes of participating lenders, guarantors, and/or servicers. 

Participants pick up the loan application and certification dau from their CompuServe 
mailboxes, and continue with their normal loan processing functions. 

When processing is complete, guarantors, lenders, and/or servicers send information 
(e.g., guarantee, rejection) about the application(s) they have processed to the school's 
CompuServe mailbox. 

The Financial Aid Administrator uses school-based software to retfieve the application 
response information. 
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How application processing organizations can participate: 

OPTION #1: 

Establish a CompuServe mailbox. 

Modify your system to receive data from CompuServe. 

Enhance your system to process application and certification data in the 
CommonLine Application file format. 

OPTION #2: 

In addition to the above, modify your system to create and transmit response 
information (i.e., guarantee and rejection statuses) to the school's CompuServe 
mailbox, using the CommonLine Response File format. 



In addition to the above, if you support your own school-based transmission 
software, you will add the capabilities to your software which are described in this 
document. 



OPTION #3: 
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11. Overview of CommonLIng 
A. Multiple Formats 



Applicatioo D«u 




GUARANTOR 




LSNDMR ■ 



OUARAMTOR B 



Before the establishment of common formats and a common data transmission 
mechanism, one school could have multiple School Based Software (SBS) systems 
in house using multiple formats to transmit data to gufjantors, lenders, and 
ssr\icers. For example, they might have SBS-A loaded on one PC to communicate 
w ith Guarantor A, SBS-B on another PC to communicate with Lender B, and they 
might be communicating with other guarantors and lenders via paper, rather than 
via an electronic connection. 

The goal of the CommonLine Network is to make things simpler for the school by 
(1) establishing standardized fonnats, (2) allowing them to use just one SBS system 
to communicate with all panicipants in CommonLine, eliminating multiple SBS 
systems, arid (3) allowing them to use that single system to communicate with 
organizations with which they currently have no electronic connection. 
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B. rommonLine Network - One School 



ApplieitiOn Filet 




^Ra»pon»e Files 



With active participation by guarantors and lenders in CommonLine, schools will 
be able to use just one School Based Software (SBS) system to transmit application 
data to multiple guarantors, lenders, and ser\'icers. School staff will make just one 
transmission, which will contain a separate file for each recipient, to CompuServe. 
The separate files will be dropped into the mailboxes owned by the recipients, 
similar to the way a mailman drops packages into home mailboxes. In this fashion, 
only the intended recipient has access to the data files. 

Recipients will access CompuServe to "pick up their mail," by retrieving the 
packages of data files which have been dropped off by the schools. Lender 
participants will exchange data with guarantee agencies to obtain necessary 
guarantee information. 

After processing, the guarantors, lenders, and servicers will send response data 
back 10 the school through CompuServe. Each recipient of the application data 
will respond separately, transmining a data file to CompuServe, leaving a 
"package" in the mailbox owned by the school. The school staff will dial into 
CompuServe to pick up their mail, retrieving an individual file from each sender, 
in just one retrieval transmission. 
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With active panicipation by vendors of School Based Software (SBS), it is now 
possible for each school to select just one SBS system to ttaasmit and receive 
electronic application data to guarantors, lenders, and servicers. Each school will 
make its own selection, so there will remain many different SBS systems, but each 
will interact via CommonLine similarly. 

Staff at each school will make just one transmission, which will conuin a separate 
file for each recipient, to CompuServe. Each school's separate fUe will be dropped 
into the mailboxes owned by the recipients, similar to the way a maiimap drops 
packages into home mailboxes. In this fuhion, only the intended recipient has 
access to the dau files. Throughout a typical day, as demonstrated on the diagram, 
packages of dau will collect ii> the recipients' mailboxes from all participating 
schools. 

Recipients will access CompuServe to "pk;k up their mail," by retrieving the 
packages of data files which have been dropped off by the schools. All packages 
are retrieved concurrently via one retrieval transmission. 
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1. Recipient Logic Recommendations 

School based software should be modified to determine both the electronic 
file recipients (CompuServe mailbox address) and the physical document 
recipients (mailing address for paper that follows the electronic 
transmission). This outline suggests the logical-level issues related to 
this determination, tearing the physical implementation in the software 
up to each school based software vendor. 

a. Setup Fimc iion - F.lectronic File : Software should include a school 
set-up function which allows schools to determine the electronic file 
recipients based on lender and guarantor. To eliminate the need to 
create a ubie of excessive size, the logic of this set-up function 
could be designed in an "exception" fashion. The standard practice 
is to send the application to the guarantor identified. The 
exceptions are those cases where the recipient is not the guarantor 
for all loans for a certain lender would need to be entered. The 
logic of the software would then use the guarantor as the recipient 
if the lender on a record is not found on the table or if no lender is 
identified on the record. 

The example table below shows a school with four examples of 
"exceptions to the rule" that most applications are generated to the 
guarantor identified. 

• Loans for lender 80(X)12 are transmined to "lender A", 
rather than the guarantor, regardless of the guarantor 
identified. 

• Loans for lender 81 1 112 are divided: 

Those identified as "Guarantor A" are sent to 
"Servicer A" 

Those identified as "Guarantor X" are sent to 
"Ser\icer B". 

All other Loans, with any Qlher guarantor identified, 
are sent to the specified guarantor. 

• Loans for Lender 877772 are transmined to "Servicer A" 
rather than the guarantor, regardless of the guarantor 
identified. 



Issued, 04\07\95 



6 



Implementation Manual 



248 



Table A • Recipient Deviation Table 



Lender Code 


Guarantor Code 

.. 


Electronic File 

Recipient 
Abbreviation 


800012 


AU 


LNDA j 


j 811112 


Guarantor A 


SRVA j 


1 811112 


Guarantor X 


SRVB 


1 877772 


All 


SRVA 



b. Senip Function -Physical Documentation: Software should also 
include a school set-up function which allows schools to determine 
the physical documentation recipient based on lender and guarantor. 
This recipient will inform school suff where to send paper 
documentation after entry of the corresponding elecU'onic data into 
the CommonLine Network. Because the two (dau aixl paper) do 
not always go together, it is necessary to treat the determination of 
the physical document mailing address separately, at least ft-om a 
logical point of view. Obviously, some vendors may choose to 
create only one table or database strucmre which stores both 
(electronic and physical) recipiem. 

C. Recipients Determination: Software should automatically determine 
and inform school personnel of the correct recipients for each 
record using the set-up dau entered by the school. For example, it 
may be appropriate for the software to notify a user who is entering 
application dau one student at a time where the physical 
documcnution is to be sertt, so the user can sort his or her work at 
the time of entry. If the school based software iiKludes a 
transmittal report or letter to accompany the documenution, it will 
obviously need to use the correct address for the physical 
documentation recipient. 
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Mailhox Addre;;s: In order to insulate school staff from the 
necessity to know and correctly type each mailbox address, an 
internal table could be created to store the recipient abbreviation, 
name, and mailbox address. This table must be user maintainable 
to allow for addition and deletion of participants. The four- 
character abbreviation is part of the CommonLine application file 
layout and will be determined by each participant; a listing of valid 
values will be included with each revision of the file layout 
descriptions. For example: 



Table B - Electronic File Recipient Code Table 



Recipient ID 
(Destination ID, 

Field 18 of 
Header Record) 


Recipient 
(Destination Name, 
Field 17 of Header 
Record) 


-Recipient | 
Mailbox 1 
Identification | 


899000 


Mideast Guarantee 
Services 


71741,259 1 


898000 


State Guarantee 

Agency 


59168,439 


897000 


Southeastern Agency 


21594,116 


123456 


Northwest Servicer 


23161,882 1 



There are many ways to physically implement the logic described 
previously. As an example, the following illusirates a physical 
implementation. For this illustration, using school based software we call 
"W", four tables would be used as noted. 

a. The Guarantor table. This table is a two field table. The first field 
is an alpha field containing the code for the guarantor. The user 
will be able to add and change the ED assigned codes for 
Guarantors in this field. The second field is a 50 character 
alpha/numeric field. The user will be able to add and change the 
Guarantor name in this field which corresponds to the ED 
Guarantor Code. Records may be added or deleted. This table will 
be used to validate the Guarantor Code entered in an application. 
It will also be used to validate the Guarantor Code field in the 
recipient Deviation table. There is a maintenance window for this 
table. (ED guarantor codes are found in Appendix A of with the 
NCHELP CommonLine Application File format.) 
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The Lender able. This table is a two field table. The first field is 
six character numeric data type. The user will be able to add and 
change the ED assigned codes for Lenders in this field. The 
second field is 32 character alpha/numeric. The user will be able 
to add and change the Lender name in this field which corresponds 
10 the ED Lender Code. Records may be added or deleted. This 
table will be used to validate the Lender Code entered in an 
application. It will also be used to validate the Lender Code field 
in the Recipient Deviation table. There is a maintenance window 
for this uble. 

The Electronic File Rwip ient Code tahlq (Table B. page 8) This 
table contains three fields. The first field is the Electronic File 
Recipient Code. It is a four character alpha/numeric data type. 
This field will conuin the code used by the logic to select the 
CompuServe Destination Mailbox ID. This field will also be used 
to validate the entry in the Electronic File Recipient Code field in 
the Recipient Deviation table. The second field is a 50 character 
alpha.'numeric data type. It contains the Recipient Name. The field 
is used for reference only. The third field is a 50 character 
alpha/numeric dau type. This field contains the CompuServe 
Destination Mailbox ID used to address mail for CompuServe 
Mailboxes. There is a maintenance window for this table. 

The Recinient Deviaiinn tahlc (Table A, page 7) This table 
contains three fields. It is used to create relationships that deviate 
from the no. 'al CompuServe Mailbox relationship for Guarantors. 
For example, this table would be used to route an application to a 
servicer whose Guarantor also participates in CommoaLine, but the 
Lender desires to use the servicer for processing. It could also be 
used to send applications for a given Lender to -Jiat Lender's 
CompuServe Mailbox. This table contains three fields. The first 
field contains the Lender Code. This field is validated by the 
Lender Code field in the Lender table. The second field conuins 
the Guarantor Code. It is validated by the Guarantor Code in the 
Guarantor table. The third field is the Electronic File Recipient 
Code. It is validated by the Electronic File Recipient Code field in 
the Elecnronic File Recipient Code uble. Records in this table 
should be selected from the assocated list, not Icey entered, to insure 
all deviations have CompuServe Mailbox IDs. Tliere is a 
maintenance window for this table. 
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The software prompts the client during install to determine whether the 
client will use CommonLine. This (answer) value is stored in an 
initialization file. During the SAVE functions of IMPORT and 
ENTRY/EDIT, SBS "W" tests to see if this value is set to YES, applying 
the following logic: 

If it is YES; 

Is there an entry in the Recipient Deviation table that matches 
either (a) both the Lender Code and Guarantor Code or (b) the 
Lender Code and the value of "all" in the Guarantor Code? 

If YES - 

Store the value of [Recipient Deviation) (Electronic File Recipient 
Code) in (Loan](Destination] field. This value will be used at the 
time of transmission batching to determine destination. 

If NO - 

Check (Electronic File Recipient Code)(Elecu-onic File Recipient 
Code) field for a match with the Guarantor Code in the application. 



If MATCH - 

Store Guarantor Code in (Loan) [Destination) field. 
If NO MATCH - 

Do not save the application. Show the following ERROR 
MSG. on screen. GUARA>JTOR NOT IN ELECTRONIC 
FILE RECIPIENT CODE TABLE. 

If it is NO: 

Process for normal ttansmission to the Guarantor. 
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D. CommonLim; Network - Multiple Guarantors/LenJers Transmission to Schools 
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After processing, the guarantors, lenders, and servicers will send response data back to 
the school through CompuServe, Each recipient of the application data will respond 
separately, transnaitting a data file to CompuServe, leaving a "package" in the mailbox 
owned by the school. As demonstrated on the diagram. Guarantor F, Lender Q. and 
Guarantor H each make one transmission CompuServe which comains mail packets for 
CoUege A, College B, and College C. 

Each school's staff will dial into CompuServe to pick up their mail, retrieving an 
individual file from each sender, in just one retrieval transmission. As demonstrated, each 
school receives a separate file from Guarantor F, Lender Q. and Guarantor H. 
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CommonLine Network - I'nique Data 



OUAftAHTOn M 




^ OUARAMTOR X 



The standard file fonnats esublished by NCHELP contain three sections of dau: 
baseline, special services, and unique. 

Participants in CommonLine wUl support the processing of guarantee applications 
STu« *e baseline data elements in the established NCHEU Comnwrtmefile 
l^ u xLrefore. participant vendors of School Eased Software wjl mod^ 
tS™ systems to transmit the standard application fonnat and to receive back the 
Sd response fonnat. Participant t^^""'""' ^. ^™ 
modify their\nainframe systems to receive the standard application format and 
™s eZZc applications, and to generate the sundard response fonnat back 
llJ^Lb^CDetnonstrated in the solid line above.) Notice that aU SBS systems 
and »11 dau recipients participate using the baseline dau. 

ConcvirrenUy many participants wUl elect to use a combination of the standard 
STe^n^ Cba^L dau") defined in the NCHEU> CommonLme font^t m 
addition to a small number of recommended dau elements ("special services dau ) 
acSZodated by this format. The "special services dau" section "^'"^es «rtam 
^^ns wWch are not absolutely necessary for ^^"^^ ,^ ^1 
Tarticipam to provide enhanced services to schools. As reflected the above 
eraohic only Lnc SBS systems and same dau recipients participate usmg both 
tasetSS services dau. (Solid lir>es i«licatc baseline dau; dashed Imes 
irjdicatc baseline and special services dau.) 
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Still further, an SBS vendor who is also a recipient (guarantor, lender, or servicer)- 
has the option of collecting unique data in the "unique data" section of the 
NCHELP CommonLine format for transmission of data between its own SBS and 
its in-house guarantee system. This unique file format could include all the 
baseline and services dau and data specified by the vendor/recipient, referred to 
as "unique" dau. The benefit of this approach (rather than a wholly proprietary 
format) is the sin^lification of the formats which have to be supported by vendors 
of SBS systems and by schools who maintain computer systetns of their own. 
(This is shown in the above graphic as short dashes going from SBS X to 
Guarantor X.) These unique formats may be shared among industry participants. 
Some school software providers may support more than one "unique" file 
defmition. 

F. File Organization 

1 . Application File 

The Application File contains the following records, in this order: 

• one Header Record ("@H" Record) 

• for each loan or loan application, 

• one Application Detail Record ("@r Detail Record) 

• in only certain cases, one Unique Supplemental Detail 
Record ("@2" Detail Record) 

• one Trailer Record ("@T" Record) 

Data in the Application Detail Record is divided into three groups. The first 
group, BASELINE FIELDS, reflects data that must be included in data 
exchanged for the guarantee process. The second group, SPECIAL 
SERVICES FIELDS, contains optional fields used by many organizations 
to collect data used to provide value-added services. The third group, 
USnQUE FIELDS, reflects data unique to the data entry software used to 
collect it. 

When new loan applications are submitted in this file, all detail records 
should be created at the application level (i.e., one detail record per loan 
application). However, when certain special services are used (e.g., 
updates or cancels to loan applications), detail records may be created at the 
loan level. 

W-en applicable, one or more Unique Supplemental Deuil Records for 
each loan or loan application are included when the '"'*•■• — '— wishes to use 
additional unique services provided frv . <ceiving organization. When 
used, the Unique Supplemental De'-.j Record(s) must immediately follow 
the corresponding Application Uetail Record. 
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Most value added services are provided for in the SPECIAL SERVICES 
and UNIQUE FIELDS areas at the end of each Application DetaU Record. 
However, some additional unique services require the inclusion of a Unique 
Supplemenul Detail Record(s) for each loan or loan application. 

Institutions should be asked to communicate with receiving organizations 
for deniled information when special services or supplemental services are 
desired. 

2. Response File 

The Response File conuins the following records, in this order: 

. one Header Record ("OH" Record) 

• for each loan or loan application, 

one Application DeuU Record C® 1' DeuU Record) 

in only certain cases, one Unique Supplemental DetaU 

Record ("®2' Detail Record) 

in only certain cases, one Error Messages Detail Record 
("@3" Detail Record) 

• one TraUer Record ('®T" Record) 

Dau in the Response Detail Record is divided into three groups. The first 
group BASELINE FIELDS, reflects dan that must be includ^ m dau 
exchaiiged for the guarantee process, the second group, SPECIAL 
SERVICES FIELDS, conuins optional fields used by many organizations 
to coUect dau used to provide value-added services. The third group, 
UNIQUE FIELDS, reflects dan unique to the software used to create it. 

This file may contain deuU records at both the loan and the loan application 
levels If a loan application has guaranteed, there will be one detail record 
lor each corresponding loan. If a loan application is pendmg or reject«l, 
there may be one deuU record for the application or one deuil record for 
each corresponding loan, depending upon the sending organuation s 
approach. AdditjoaUly, this fUe may conuin detail lecords « the loan or 
Iwm application level if certain special services are being utilized (e.g., 
modifications to previously submitted loan applications). 

One or more Unique Supplemental DetaU Records (®2 deuU records) for 
e«:h loan or loan application are ii^Iuded if aMtional im^ue semces 
provided by the seruling orgmiMior, are being mlUed^ When used, ^ 
Unique Supplemental Deuil Record(s) must immediately follow the 
corresponding Response Detail Record. 

Most special services are provided for in the SPECIAL SERVICES and 
UNIQUE FIELDS areas at the end of each Response DeuU Record. 
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However, some additional unique services require the inclusion of a Unique 
Supplemental Detail Record(s) for each loan or loan application. 

Instinitions should be asked lo contact receiving organizations for detailed 
information when special services or supplemental services are desired. 

One Error Messages Detail Record for each loan or loan application is 
included if errors occurred during processing and if the processing 
organization chooses to provide this record. When used, the Error 
Messages Deuil Record must iiiunediately follow the corresponding 
Response Detail Record or Unique Supplemental Detail Record(s). 

This record type is only included when institutions are using the error 
message service as provided by the sending organization. 

3. The receiving software will read two data elements in the transmitted file 
to determine whether to read the data in the unique section of the file. 
Following are some example scenarios worth noting to explain the manner 
in which schools and guarantors may recognize data. 

• School Based Software (SBS) system "A" sends baseline, special 
services and unique data. The unique data is identified as 
"GTR.\Or. In the Application File, this identifier can be found in 
field 82 (Unique Layout Software Vendor Code) and field 83 
(Unique Layout Identifier Code). 

a. Guarantor A will process using the baseline, special services 
and the GTRAOl unique data. 

b. Guarantor B may process using the baseline and special 
services data, but ignore the unique dau. 

c. Guarantor C may process using only the baseline data, 
ignoring the special services and unique data. 

• The Guarantors will respond with a response file and may be 
sending data back to more than one SBS. Following are some 
possible combinations. 

Guarantor A above (who read the baseline, special services and 
unique data) will respond back to the schools who will use the data 
in differing ways. Guarantor A sends unique data in the GTRAOl 
format within the Response File. 

a. School A processes using the baseline, special services and 
unique data. 

b. School B processes using the baseline and special services 
data, but ignores the unique data. 
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c. School C processes using the baseline data, but ignores the 
special services and unique data. 

Guarantor B above (who read the baseline and special services dau 
and ignored the unique data) may like the idea of unique daU and 
choose to respond back with their own unique dau, identified as 
GT'^BOl unique data. The schools may read the data in these 
possible combinations: 

a. School A processes using the baseline and special services 
data, but ignores the unique data, being unfamaiar with 
-GTRBOr dau. 

b. School B processes using the baseline, special services and 
GTRBOl unique dau. 

c. School C processes using the baseline dau, but ignores the 
special services and unique daU. 

Guarantor C (using software provided by Guarantor C) above who 
read onlv the baseline dau and ignored the special services and 
unique dau likes only the baseline dau and responds to the schools 
with only baseline dau. The schools may treat the dau in one of 
these ways: 

a'. School A processes using the baseline dau and finds nothing 
there for special services and unique dau. 

b. School B processes using the baseline dau and finds nothing 
there for special services and unique dau. 

c. School C, (using software provided by Guarantor C) 
processes using the baseline dau and expects nothing for 
special services and unique dau. 



After considerable review of the telecommunications options, CompuServe M-iU 
Services was chosen for the exchange of NCHELP FFELP CommonLine Network 
formats between participating schools, lenders, guarantors, and servicers. 

In order to participate in the NCHELP FFELP CommonLine Network il will be 
necessary to modify existing systems to communicate with CompuServe Mad 
Services. This wUI include originating school and lender systems and the receivmg 
systems at guaranty agencies, lenders, and servicers. 
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B. CompuServe Store and Forward 




Commonl In* 
Ci»np»iibi« 
>ch*ol S0flw*r« 



CompuServe's "store and forward" process provides a storage area for files that 
pass from 

one institution to the next. As the service name implies, CompuServe stores and 
then allows for the forwarding of that information to the proper recipient through 
the CompuServe mailbox system. 

CompuServe's store and forward process will work within several different 
protocols; 

CompuServe B 

XModera 

YModem 

Capture 

Kermit 

No Protocol 

Implementing the protocol desired can be accomplished by using communications 
packages such as CompuServe's TMail, Procomm, Smancom, and Crosstalk or by 
directly imbedding the protocol (like PDQ Comm) within third party software. 

In order to use CompuServe's store and forward for the CommonLine Nctwprk, 
a CompuServe mailbox is necessary. Current monthly access fee is $9.95 per 
month which provides the user with their own mailbox as well as a $9.00 
CompuServe E-Mail credit per month. Message delivery fees are $.10 for the first 
7,500 characters and $.02 for each additional 7,500 characters. In this equation, 
30 NCHELP CommonLine Application File records each 880 characters long will 
cost less than $.005 per record to deliver. 
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CompuServe Pass Through 





Use of direct electronic linkages may be appropriate when high volumes of data are 
being exchanged between any two participants. Data goes directly from one 
participant to another in this option; no maUboxes are used. 

One example of this is CompuServe's "pass through" capabUity which allows 
support for existing communication methods as well as the development of 
communication methods not compatible with the store and forward approach stich 
as high volume operations. SimUar capabUities are available through other value 
added networks. 

Costs per pass through will vao' based on speed of the linkage, volume of data and 
the term of contrart. Generally, there are higher fixed costs and lower per record 
costs. With enough volume, the costs will be equal to or less than the store and 
forward process. 
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The fr-llowing is a preliminar>' list of information to assist you in getting access to 
CompuServe and utilizing it for this network; 

Available software for PC products: 

• CompuServe TMAIL. Product is available for DOS and Windows. 
Product allows the automation of sending and receiving information via 
CompuServe. Product is available for a one time $100 fee which gives you 
support and distribution rights. 

• Other file transfer packages can be used, but TMAIL is the only fully 
supported package for CompuServe. 

Subject Names; 

The subject names used by all participants must be the same for all 
information exchanged. 



Application File; 
Response File; 



COMMON APPS 
COMMON RESP 



Participants who generate ahci files along with COMMON APPS and 
COMMON RESP should use their "PARTICIPANT ED NUMBER" as the 
first six characters of the subject name to eliminate any chance of duplicate 
subject names. 

Central Contact at CompuServe: 

Rick Wenu (703) 8:.7-9075 

General Networking Information; 

Bnice Young. Sallie Mae (703) 834-5768 

Urry DesJardines, USA GROUP (317) 578-6818 
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rv. Cnm f"""^-!' "' implpmpntation 
A. Process Overview 



For the process to work, it is important that school based software be modified to 
allow for use of the new formats, input of applications for multiple participating 
guarantors, and transmission of this data to and from appropriate CompuServe 
mailboxes. Following are the steps necessary to guarantee a loan using the FFELP 
CommonLine Network; 

• Student Loan certification data is entered at the school using school based 
software which includes the FFELP CommonLine Network capabUity. 

• The software sorts dau records by guarantor and/or lender and, when the 
school is ready to transmit, the software dials CompuServe. 

• Certification data in the FFELP CommonLine Network Application File 
format is transmined to the appropriate CompuServe mailboxes for 
recipient guarantors, lenders, and servicers. 

• Recipients draw down the data and process it for guarantee. 

• The recipient sorts response records by school and batches them for 
transmission. 

• Processor software connects with CompuServe and places guarantee 
response data in the FFELP CommonLine Response File format into the 
appropriate school mailboxes. 

• Schools draw down the guarantee response data into their software (PC or 
Mainframe) for processing, packaging, etc. 
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B. School Based Software Changes 

Listed below are some examples of software changes to be made on those systems 
used by schools: 

1 . Areas to be Considered for change in the Transmission of Dau 

a. Entry/Edit - change to determine to correct destination before 
saving a record for transmission. 

b. Import - change to determine to correct destination before saving a 
record for transmission. 

c. Batching - a change should be made to group records into multiple 
individual Hies based upon destination. (Most existing software 
batches records into one file for one destination.) 

d. Communications - change to dial CompuSer/e and deliver mail to 
each destination's mailbox. 

e. File Fonnats - change to transmitting the new CommonLine 
application file format. 

2. Areas to be Considered for change in the Receipt of Dau 

a. Communications - change to dial CompuServe and retrieve mail 
from the institution's mailbox. 

b. Reponing - change to print Response file using the new 
Conm^ionLine response file format. 

c. File Formats - Change to receive using the new Conm^ionLine 
Response File format. 

3. Other Additional Considerations 

a. Lender/Guarantor cross reference window - to allow the entry of a 
recipient for both paper and electronic applications. Fields 
contained on this window would include; lender code, guarantor 
code, electronic application destination ID, paper application 
destination ID. 

b. Logical to Physical Address translation window - to provide for the 
translation of logical four-character mailbox IDs to physical 
CompuServe mailbox IDs. Fields contained on this window would 
include: descriptive destination name, four character symbolic 
destination ID, CompuSer\'e mailbox address. 
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C Mainframe (Home System) Changes 

Listed below are potential changes to be made to the "home" systems of lenders, 
guarantors, and servicers. 

1 Changes needed as a result of receiving infonnation through the 
CommonLine Response f.le include categorizing all error messages into the 
five baseline error messages reponed through the response file. 

2. Other changes focus on conversion of dau into accepuble formats for 
mainframe processing. 

D. Panicipation Checklist 

Modify Your Software To: 

I. Accept CommonLine Application Files 

n. (Also) Transmit CommonLine Response Files 

in. (Also) Modify School Based Software 

(panicipation level determined by panicipant) 
Obtain CompuServe Mailbox for Receipt of Dau ft-om Schools 
Cenification: 

Certification of your own software changes is self-managed rather than 
provided by an external entity. 

For guarantor, lender and servicer systems: 

usTn^Test data and test plans provided by NCHELP ensure *at your 
software changes meet specifKations for receipt of Application Files and 
creation of Response Files. 

For School Based Software systems (if applicable): 

Using test dau and test plans provided by NCHELP enstire that your 
software changes meet specifications for generation of Application Files 
and receipt of Response Files. 

Complete Your Participant Profile: 

The Participant Profik provides a standard way to represent information 
about each eommonLine participant which is of interest to all other 
participants who are electronic trading partners. It >^^^f°'^^°^, 
such ai identification of p^icipant organization name, f ~ 
^ and addresses, services supported, and software utilized or provided. 
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School Outreach & Education: 

Provide school with list of participating CommonLine recipients 
Instruct school on obtaining school CompuServe mailbox. 
• Instruct school on completion of school Participant Profile 

Instruct school on establishing trading relationships with new 
recipients. 

Test School Based Software Systems of Others: 

For each School Based Software system used by new school customers 
e.stablish test plans and data to ensure that other vendors' SBS systems meet 
sp«:^if.cations for generation of Application Files and receipt of Response 

Establish New School Relationships: 

For each new school customer (a school which does not currentlv transmit 
data to your organization in a proprietary data format), obtain an electronic 
certification agreement. 

Contact Names 

Further information and technical assistance may be obtained by contactine the 
following persons: 

JimMoran Texas Guarantee Student Loan Corporation (512) 219-t6-'4 

Caron Peterson Colorado Smdent Loan Program (303) :94.5050 

Shelley Cowan Northwest Education Loan Association (205)'46r-';4->6 

Tom Wenman Vennoni Smdent Assistance Corporation (802) 654-37-'8 

JonKroehler USA Service 317 595 7n7 

Uurie Campbell Sallie Mae 'imnltll^ 
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TESTDVIONY TO THE ADVISORY COMMITTEE 
ON STUDENT FINANCIAL ASSISTANCE 
APRIL 11, 1995 

Good Afternoon. My name is Lydia Marshall and I am the Executive Vice President 
for MiTketing at Sallie Mae. I appreciate the opportunity to be part of this panel discussion 
to explore improvements to FFELP because we have common objectives: Sen/ing the needs 
of student borrowers and serving the Financial Aid Administrators who support them. 
Members of the FFELP industry have taken significant strides to improve processes and 
products to meet these goals. SalUe Mae is proud of the innovations and industry initiatives 
in which we have played a role, some of which I will describe to you today. 

Most of you are familiar with Sallie Mae in its secondary market capacity as the 
provider of liquidity to support educational credit. What may not be as apparent is our 
evolving approach to this business. The early years of Sallie Mae were dedicated to 
supporting our loan purchase responsibility. This entailed developing computer systems and 
processes, hiring and training staff and writing policies and procedures to create an 
infrastructure so that we could buy loans from lenders efficienUy and service student loans 
effectively. This was a significant undertaking, but one that has resulted m an organizaUon 
that successfully iccomplishes these goals. 

With that important challenge completed, we began in the late 1980s to focus our 
attention on the growing needs of financial aid offices at colleges and umversiues. As you 
know the financial aid office directs many of the acUviUe^ for the FFELP programs by 
determining student eligibility, by counseling students on loans and lender selections and by 
certifying applications. As an entity serving a national market, we endeavor to bnng 
solutions which meet the broad needs of f.nancial aid offices and students. 

Sallie Mae is not, of course, the only one seeking to provide more comprehensive 
services to institutions of higher learning. In fact, there is considerable competition in this 
arena and certainly direct lending has added another dimension to it. But direct lending is 
not U>e sole reason for our product initiatives. We believe that focusing on streamlining the 
loan delivery process at colleges and universities, providing high quality products and 
sen-ices to financial aid administrators, and helping families and students better afford the 
costs of education are a natural evolution in our business and in our mission. I am also 
pleased to add that Sallie Mae has benefitted from the wisdom of a Financial Aid Advisory 
Council that provides guidance on our approach to these initiatives. 

I have been asked to discuss FFELP features, specifically single source borrowing 
and standard terms and conditions for student loan repayment. I will speak generally of 
these issues from a Sallie Mae product and service perspective although many, if not most, 
industry participants have similar offerings. 
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Single Sou rce Borrowing 

The notion of single source borrowing is overwiielmingly tlie outcome of split 
borrower accounts. Loans lield by multiple lenders were the bane of student loan servicers 
because they made life difficult for borrowers and financial aid administrators. The industry 
was not, at the time, sophisticated enough to service multiple loans as if they were one. The 
problem was exacerbated when lenders varied their approach on holding or selling loans. 

Sallie Mae solved this problem some time ago. It is our philosophy to recommend 
that borrowers s'^y with their original lender. It is our policy to combine all FFELP loans 
under one account. How do we do this? Sallie Mae's single source product, ExportSS, 
provides lenders with life of the loan servicing capabilities. For lenders who do not use 
ExportSS, we check for split accounts prior to purchase and our system allows us to manage 
all FFELP loans as one account regardless of the lender/guarantor combination. In cases 
where split account servicing occurs because we do not own the loans, we work with other 
holders to sell or purchase individual loans. In addition, we have put in place "swap" ■ 
arrangements with other holders to transfer entire portfolios of loans. 

These capabilities are important because single source borrowing is limited in its 
ability to solve the problem for all students and aid administrators. Students do transfer to 
schools that are not serviced by their original lenders or guarantors. In other cases, 
borrowers decide to switch lenders because of benefits they desire or because they become 
unhappy with the level of service they are receiving. Also, in cases where a lender leaves 
the program, the borrower may have to find another lender. 

Many of the same reasons for providing alternatives to single source borrowing apply 
to the financial aid administrator as well. Many institutions deal with a single set of lenders 
and guarantors as a means of controlling loan delivery and service. However, schools 
modify their lists of preferred lenders and guarantors because of the same needs and 
motivations previously cited for borrowers. 

It is critical for our industry to find solutions which enable borrowers and schools to 
maintain original lenders and guarantors or switch. We should not encourage a process that 
forces them to stay with one provider regardless of its performance. We think the 
introduction of the CommonLine'" network is a recent example of the industry's ability to 
suppo't choice with standardizaUon. We know that moit administrators recommend that 
students stay with the same lenders for all loans. As you may have heard earlier, 
ComnionLine facilitates this because all loans are processed in the same way. By the same 
loken, schools and borrowers can select different lenders without a change in process and 
take comfort that the loan will be serviced properly, as one account. 

It is innovations like these which are the result of competition and the industry's 
commitment to providing choice. This is a key strength of the FFELP. 
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Renavment Options 

Sallie Mae's focus is to provide Vjirowers with a broad array of repayment 
alternatives. Our approach is to develop innovative solutions within the context of legislated 
parameters. I know that you are aware of Sallie Mae's Select Your Term^" service, our 
repayment plans like the SMART LOAN* and Income Sensitive Accounts and our programs 
like Great Returns^ and Great Rewards" which are designed to incent botrowers to repay. 

The call by some for common products, forms, and terms and conditions is 
troublesome. In general, we are very concerned that too much emphasis on commonality 
denies the value of innovation and competition. Often it limits borrower choices to the least 
common denominator. 

The Loan Consolidation Common Application is a case in point. In its effort to 
standardize this form, the Department of Education proposes to limit the number of 
repayment options to three: Standard. Graduated and Income Sensitive. We think this puts 
the prospective borrower at a disadvantage because it does not allow Sallie Mae and other 
lenders to disclose additional plans. Sallie Mae for example, has varieties of graduated 
repayment and has a separate plan for HEAL borrowers. Since the Department of 
Education's proposal would not include these alternatives, Sallie Mae and the borrower are 
forced to lake additional steps and additional time to put a new payment plan in place. 

We have other issues with the common consolidation form and we are working with 
the Department of Education on them. We support the use of common definitions and other 
standardization efforts, paiticularly where the school is in the middle of the process. In fact, 
we have made our algorithms for Income Sensitive and Graduated Repayment accounts 
available to industry participants. However, for products geared to consumers, we feel 
strongly that it is wrong to deprive them of financial alternatives which may improve their 
ability to repay. 

In closing, I would like to thank the committee for this opportunity. It is obvious that 
FFELP participants are intent on solving problems and I see us working together in a way 
that will satisfy schools and borrowers. Whether this energy comes from long term 
strategies or is a response to direct lending isn't really important. Sallie Mae, in the last two 
years, l>as introduced more than a dozen new products and services. I would expect that 
trend to continue. 
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In t r oduc t ion 

Thera has b««n much tine and »tt«ntlon dovoted toward 
finding ways to str ftaMlin# the Federdl Fanilly Education LoAn 
(TFEL) Progra«. Th» FFEL Program had 9roHn in conplvxity ac it 
functlnnad for n»arly 50 vsars without fundamental chango in how 
applications ar« processed. While the Federal Direct student 
Lonn (FOSL) Progran wai initially developed In response to the 
complexities of FFEI.P, It is becoming clear that superior 
] mpr OVRmrn 1 3 r.nn be mode within FFEL instead of Its wholnsale 
replacement with FDSL. 

This oaoer outlines a student loan process that is being 
used now by the New York State lllglier Hducation Services 
Corporation (NVSIIESC) that rolles on maximum electronic 
processing by schools. Important conponents are: (1) flpprovins 
n loftn application via an electronic record forwarded by the 
schnnl; (2) using electronics to transmit disbursements; ana laj 
using an electronic clearinghous« for in-school status 
corliflcation. 

The alectronic process highlighted in this paper provides 
schools with a superior, less costly system of student loan 
manaooment than other options. It is compatible with 
"Commonl in?" and "ELM" and will function within any guarantor'! 
electronic <iystee. Therefore, It addresses a rajor concern of 
sc hoo 1 s - - wor k 1 ng with multiple giia ran t or s - - by p«rmittln9 schools 
to «iond information in one electronic format to one location. It 
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«lSO addr«ss*s a second school conccrni by alloMing schools to 
worK with thraa or four praferrsd Icndars of their eholcs . By 
doing so, FFELP Is the only siajor Student loan progra* where 
schools gee to choosa who sarvlcas tha loan. 

This paper will contrast thraa processing options for 
sludvnt loans. Tha first will be a traditional GSL/FFEL process 
based on paper* The Second process takes advantage of currant 
elactranS< prncasslno capabilities. Tha third is tha SVSteK 
orlgina'.iy designed for Direct Loans. 

NARRATI VE DESCHIPTIONS OF THE THREE PROCESSINO OPTIONS 

P aper - Based GSL/F FgL 

Tn the oast, under this aathodologyr a student 
coopleted his or her section of the application 
and forwarded the application to the school. 
The school conplsted its portion of the 
Application and nailed it to the lender. Upon 
receipt of the appllcationi the lander completed 
the lender section of the aoallcatlon and Welled 
it to the guarantee agency for approval. Upon 
approval! the guarantee agency sent sihProval 
notices to the lender, student, ar.d school. Tha 
lender then produced a check co-oayable to the 
Student and school and Mailed that check to the 
school. The school then hed the student endorse • 
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th« check, crtdltcd tha student's account, and 
r»fundtd any amounts duo to the student or th« 
lender . 

Par 1 odi r.a 1 1 y > the school was required to verify 
the ctud»nt'« anrollment status by completing a 
paper Student Status Confirmation Report and 
returnins It to the guarantor for processing. 
The guarantor then forwarded a notice to the 
lender for every cKanji^ in dnrollmcnt status 
reported by the school. 

Elf ctronlc FF EL Prggss^ 

Ihjj syxtan utlllres state-of-the-art electronic 
coiemunlcat i on facilities to streamline the 
application process and to remove the 
tinnocessary handling of paper. Under this 
process the school siihmltt data electronically 
to the guarantor regarding the Jtudent aird ■ ■ 
school section of the applieation. The 
guarantor pre-apnroves the loan and provides the 
results to the school e 1 ec t r on 1 cb J ly . The 
guarantor then prints the appl i c8 1 1 on/pr omi 1 so r y 
note and forwards it to the student for 
completion (typically signature and perhaps 
reference Information). The student returns thr 
appl ice t ion/proml norv note to the guarantor. 
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Upon ritctlPtr tht tiigibiUXv of the student it 
conriraitdt and th« lcnd*r and school arc 
notified of the guarantee • lec t r on i cal ly . Tht 
student receives a peper approval notice. Using 
th» disbursement schedule established by the 
s<:hool in the original application/ oroinissery 
not* data t r ansal ss ion . the lender then 
disburses the student loan funds to the school 
tlirough electronic funds transfer (EFT) for 
credit to the student's account. Any refund to 
thn lender cstn be t r anxml 1 1 ed el*c t r on 1 ca 1 ly by 
the school . 

On a monthly basts> th« school downloads Its 
enrollment rqcoras to the student Loan 
Clear inghouse . which in turn reports any changes 
in enrollment status electronically to the 
guarantor . 

Olrect t oan P roce sii 

Under tne Olrect (.nan process^ the school 
est;<blishes an origination record with the 
Direct Loan servicer and prints a promissory 
itnte fnr the Student. The school then sends the 
tiromissory nnte to the student for signature. 
Upon return, the promissory note is processed 
and transmitted to tne servicer. The school 
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then also s«nds the loan origination record to 
th« servic«r. Th» school then nust deteralne 
Itj ftindlno need! and request funds fro« the 
Department of Education. Upon receipt af those 
funds, the school reverlflei the student's loan 
ellglDlllty and records the disburscnent 
infor«atlon on the dl sbur senent record and 
transmits that record to the servicer. 
Par iod i c a 1 1 V . the School must reconcile 
disbursements and promissory notes with the 
nervicor. 

Periodically the .'Cliool will receive Information 
from the National Student Loan Data System 
(NSLDS) requesting verification of the 
enrollment status of all student borrowers. The 
school will have to review each record and reply 
to NSLDS. 

The (.hart in the Appendix • umna r i z e t the Drocessinfl requirements 
for the schools under the three aethodologle s described above. 



All of the components within the Electronic FFEL Process are 
in place and working. Our agency ha» moved through a nilot test 
of the Pre-aporoved Application For Loan (PAL) systen. We 
already have one-third of the school loon input» and one-Quarter 
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of the di sbur senant s handlaa clactronically. And. tha 
Clcarin«ho»<a , Coaaonlin* and ELM tystanS ar« functioning In 
either full-scal« us«> or b«ta t«st sttas. 

We faal that th* sVstaa rvqulrenantS ar* simpler and chaaper 
for schools under the Electronic FFEL Process. And, we feel that 
taxpayer accountability and progra* Integrity are superior within 
the Electronic FFEL Process. The guarantor c»n approve loans et 
>*v*ral schools for one student per term however. It will 
guarantee only one loani and guarantee nust precede disbursement. 
By rnnparison, under direct loans, atioroval end disbursement can 
occur several times et several schools for the saae student and 
tern. 

tn sunaaryi the Electronic FFEL Process con result In e 
D*t>*rtass Process for the schools (with the exception of refund 
checks for students when needed). It is superior to ether xodels 
in terns of v liati 1 i c i ty . cost, and Integrity, and Is worthy of 
support by the Advisory Coaalttee for Student rinanclel 
Assistance. 
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John Orltts 
Director of Financial Aid 
Black Hlll« State University 



First of all I would like to thank the Advisory Committee on 
Student Financial Assistance for this opportunity to testify about 
the Federal Fa«lly Education Loan Program. As you are already 
aware, I work at a fairly snail four year public Institution In 
Sou?h Dakota. Historically, Black Hills State Unlverlsty, is a 
teacher's college, and In recent years developed into a four 
liberal arts college, with a very limited Master's degree offering. 

Black Hills State is a low cost institution, and in this day 
and age a bargain with undergraduate tuition next year at $50 per 
credit hour. About 85* of our 4,000 students apply for and qualify 
for so«e type of financial aid. This year over 2,300 of our 
students havl qualified for the Federal Stafford Loan and 
Unsubsldized Stafford Loan. Education Assistance Corporation in 
Aberdeen, SD, is our appointed State Guarantor. Of the ?, 300 
borrowers 2100 or over 90* borrow use Education Assistance 
corporation as their guarantor. 29* of our students non 
resident for tuition purposes, of which 12* of these students cone 
from Wyoming. The rest are from Colorado, Montana, North Dakota, 
and oUier surrounding states. Those non resident students use 
Student Loans of North Dakota, the Montana Guarantee Agency, or 
wyomlna Student Loans Corporation and USA Funds. of our 

students come from small rural Isolated communities with Rapid 
citv SD 50 miles away, being the nearest town of any size of 
SO^OOO^ople. l Uould not be able to sleep at night if I did not 
say I aTcincemed vlth the amount of loan debts all student, have 
had to incur to finance their educations, but that is an entirely 
different subject. 

vmen I think of ways we can change or improve the FFEL 
program, I have to stop and reflect on my own personal experience. 
Remember I have been at one school for over 20 years, if you 

ever visited the Black Hills of South Dakota, you would dearly 
understand why I have stayed so long. My experience has been with 
the system we have developed with the cooperation of Education 
Assistance Corporation and our Computer Center on campus. We have 
used the Sigma Student Aid Management System (SAMS) 'or over 8 
years. Prior to this we handled our entire student aid program 
with paper. 

Since the beginning of the FFEL program, I have always felt 
the student should be encouraged to borrow from their local bank. 
It should serve as a tool for the traditional age student to 
establish a relationship of their own with the bank, if they had 
not already been taught that by their parents. Black Hills State 
has allowed students to select their lender use their local 
banks for their FFEL Loans. One of our goals with student 
borrowing is have our students borrow from one loan source, -hether 
TFederal Perkins Loan or Federal Stafford Loan. If a student 
transferred to Black Hills State, we enoourge the student to stay 
with their original lender and or guarantor. 
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I a» not sura I hav* pracls* plana tor alapllf Icatlon to offar 
th« COMslMlon aa Buch aa a raflactlon or ravlaw of our current 
FFBIi oparatlona to dasonstratc how th« prograa wor)cs at our 
Invtltutlon. Froa ths beginning wa hava workad with a Guarantor 
whoaa main goal was to halp atudanta and Institutions. To offar 
asslstanca to studants In having landars raady to participate In 
tha prograa. 

Tha buzz word wa can use In South Dakota Is "ona stop 
shopping". Studants currently apply for fadaral aid using tha 
FASFAA. Onca wa hava dataralnad thalr financial aid aXlglblllty, 
wa sand an award latter to tha student. If the student accepts the 
award, which say Include a Federal Stafford or Unsubsidlzed Loan, 
we start our processing. Ne have to deteralne If the student Is 
froB South Dakota or has used eac before. He collect this 
Inforaatlon froB the signed award letter asking the student to 
Infora us the lender froB which they want to borrow. 

If the student wants to borrow out of state, we use a paper 
Application ProBlssory Note. If they elect to borrow froB a South 
Dakota lender, using codes In our syscen, we transmit the pre 
approved, student accepted award to EAC. EAC then preprints the 
certified application proalsscry note and nails to the student. 

The student completes their portion of the Application 
ProBlasory Hote then <Uills or delivers the application to their 
lender. This Is where South Dakota Is unique in Education 
Assistance Corporation has worked with lenders to establish 
Education Assistance Services Coapany Incorporated or EASCI. This 
wholly owned subsidiary owned by EAC does all the banks or lenders 
work for thea in cutting checks, disbursing the checks to the 
institutions, answering questions froa studants and parents, and in 
general act on behalf of the lenders with the student loans. Since 
1985, we have had this service which allovs the lenders and EAC to 
guarantee and disburse loan checks to institutions in 34 hours. 

Sigaa, our software financial aid pro^rar, was to have an 
automated loan systea to use in South Dakota, but our office grew 
tired of waiting and with the cooperation of EAC and our Computer 
Center developed our own batch prograa . I have described this 
process briefly for you. Other schools in South Dakota have 
borrowed our system. It eases paper work and we are able to 
process loans quickly and not have loan applications stacked on our 
desks waiting for someone to fill in t!te blanks. 

He receive loan checks within 3 to 4 working days once 
guaranteed by EAC. If we discover after one disbursement we have 
to make changes, either with a telephone call, or using a software 
program provided by the Gurantor, we are able to make changes in 
one day for our students and not get into trouble with over awards. 
He have been using this program for 4 years. EAC is doing 
Electronic Funds Transfer with other institutions in South Dakota, 
and I had hoped we would be participating in this process thin 
fall. He are installing a new accounting system and the business 
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office asked -a to wait for on. .e.e.t.r to us. El.ctonic Funds 
Transfer. 

Th. Student Record Syste» we use allows us to deterjine if a 

r-hoc-k it at the Business Office. Again with the help ot EAC and 
our computer center we have developed a batch job to update the 
Ituden^^ail systea to show the loan has been paid or disbursed to 
^e student. Again, a sinpl. process that saved us ti-a in 
^tering data one at a tiae for updates. We would have to coBplv>te 
^ia nr^ess over 4,000 tines if not for the simple exchange vif 
^ta le^een EAC and our office. Currently ♦ other school, in 
south Dakota have borrowed and use this process. 

w. confira the students enrollment status with the Student 
statu^ Con?irStion Reports monthly with the EAC. We share the 
Ia?e via tapTexchangrupdating current enrollment statu, each 
■onth fro« our Student Record Sy.tem. Again an idea we had and 
wi?^ thlcooperation of EAC and Computer Center saved u. days on 
iamlel chelking. We do not process the long paper print out. we 
to do However with other agencies we still complete the 
n»nar rosters. Of course we prefer the automated system, >r.,d have 
So^asked other agencies to use our automated process the 
National Data Base Systems coming up, there may not be such a 
demand for this way of reporting. 

We have edits within our system to double check our work. The 
systeS we use works on our campus. It allows u. to Properly 
disb^se fu^ds to student, that are eligible for federal aid. We 
do all of X edits up front, prior to having loan check., which 
Mke. our payrent pi-oces. ea.y for students to understand. 

Another area in which the Guarantor has helped is in the area 
of compliance and training. Although I am not a real fan of 
reviews, and not really looking for a program reviow, our State 
Gulrtntir has reviewed iy office and the FFEL programs every other 
year ?or over 8 years. Granted, they are able to and have assesed 
li^ilities to oir institution for non compliance, they have helped 
is in making sure we are following the rules °' "f" P-^^j^T^i^^^^ 
the many changes the department has made in past years. This is an 
^ea we^ welcome so know we are following procedures correctly 
before a review or audit. 

Trainlna and technical updates is important. We use the RTDN 
network for training, and updates. This is important in paying in 
complianc^! Lowing we will be informed and have an opportunity to 
discuss changes helps us to administer the program. 

Ha have worked with a Guarantor whose main goal was to help 
students proviSe quality service to institutions and service to 
?n the hUtorv of the program in South Dakota, a lender 
o? la.t rwort wae nl^er needed. Currently we have over 160 
lender, participating in the FFEL Program. The one .top .hopping 
incluSe.'^^ranteeing the loan and selling to the f f=°"f '"^ -»![^«^; 
which i. al.o based in South Dakota. The collection of the loans 
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iorkini i^^i;„t."if<i-^**;K undarstand th.ir obligation., 

working up front with th« borrower and .ohool. Mk« this process 

Pvn«,-L^ anxious to ss. how standardized forms will help ths FFEL 
J^^fSS^VK^-iSr*""'^*'"* competition with ffel ind Direct 

Lending, the FFEL program has improved. I think common forms will 
i??,'';°^ff,r""l*' *° "^minister, and we need more Guarantors 
that will be willing to listen to Institutions with ideas that make 
work easier and deliver the needed funds to students. 

has diMdvantages and being from a rural area 

.n!,-^,m^?''***t°^"' ^^'^ »>»• ""owed south Dakota and 

surrounding states make the FFEL program work. if i were at a 
large institution working with many^arantors. I would not bS 
rJonS'tfJ*"^ P""*"* »>«ir out of my heaS 

^..i i** " '<»^ cooperation we receivi from 

our local curantors. j.»i.Biv« irom 

will evaluate the concept of student financial aid. you 

"^"^ profession. He are providing a very 

Students have been able to select! 
attend and persist with their dreams since 1965. Even though w4 

Si*„J[o"S'' ^1 ^1 «" identify forlSoS o? 

us who have been in the profession for awhile? change 1 ^,re is 

«n??v •^*^"'«* not only contuses the aid' of f ice. but 

renlly confuses students and parents. 

r-iryyyt^^tJ^'J!^, °' "tability. I think we are going the 
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National Association of Graduate- 
Professional Students, Inc. 



Resolution on Direct Lending 



Whenu: W« bellev* that th« appannl uvlngt reslhed from direct lending wUT«nt 
CQntinuatlon of th« pkue-iii uf this projnm. 

Whereas; Chxnjci in the progmm's implementation homper the ability of the 
Educttion Depertment lo ujck tho»o Mvings. 

Wlierwu: Coiicciiij r«i»c<l by m«iiy about the coJt-etfectivcnc»s of tho adminittiatlon 
of the prgjliiin wiU llic possible inflxtiun of iwvliixii cslim«l« cunviiiuey an 
thai prt^stls to biiiig 100 percent of llic fcUeml student luui pnieiuii iatu 
dlrea lenillne are premature. 

wherexs: The elirolnaUon Of most uf the cxUilng loin program his the poteniitl to 
elimlnstfi real competition between the two systems, competition that has 
the potential to ftmher benefit sturtcntj. 

Therefofe be it ratolved that: 

The Board of Diraclois of the Nationel Aieociatlon of Graduate- 
ProfcMlonol Student* supports current law on the issue of direct lending. 

Adopted by tlic NAOPS Ooard of Directors on April 2, 1995. 
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RESOLUTION 
PRINCIPUES wmCH SHOULD BE MAINTAINID 
IN THE FEBEBAL STUDENT LOAN PROGRAMS 



There has been « great deal of debate in leccnt mouihs regarcline the Federal Dinct Student 
Lotn Piogiam and Ac Fedenl Family Educatioa Lo«n Ptognm. In li^ of t)>e» 
dueussiOBS tai pusdini legiilative propoMls, the Boaxd Of Diiccton of tbc Nauoiul 
Associstioii of Student Finiincial Aid Admiidstnton henby has adopted the following 
principles which thould be nointainod. 

1 . All eligible postsecondaiy institutions shotild continue to bav« the option, based 
upon the ctioi:e of each school, to paiticipue in whole or in pan in either the 
Federal Direct Student Lo«n Program (FOSLP) or the Ftdual Fomily Education 
Loan Program (FFELP) . 

2. The number of loans and peiteittagc of loan dollars awarded imH«w the FDSLP or 
FFELP dioald not be constrained by imposing limits or volume amounts on either 
program. 

3 . Individuals who bonow imder either FDSLP or FFELP should be entitled to 
equivalent temis and beaafits, inflw^'ig ^tu not limited to, minimum and maximum 
aantial and cumulative loan Umhs, interest and fee charges, and deferment and 
autboiized repayment options. 

4. In recognition oftbe effort and commitment put forth by the Depaitment of 
Education, numbers of the leading coiomuoity, aitd imtimtiofls, as a minimum die 
FDSLP aad F^ELP should be allowed to continue to operate a> parallel program* 
until their cu -mt authorized timelines expire. 



Adopted May 2, 1995 in Minnei^lis, Minn. 
By tfae KASFAA Board of Dit««t«»s 
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THE STATE UNIVERSITY OF NEW JERSEY 

RUTGERS 

Unlvorsltv Director o( Financial AIO 
New Brunswick • New Jersey 08903 • 908/932-7755 • FAX 908/932-7385 



May 19, 199? 



The Honorable William Goodling 
Chairman - House Committee on 
Economic and Educational Opportunity 
2181 Raybum House Office Building 
Washington, D C 20515 

Dear Mr. Goodling 

I am pleased to have the oppommity to submit testimony to the House Committee 
on Economic and Educational Opportunity in support of the Federal Direct Student Loan 
Program I recognize that there has been considerable national debate regarding the respective 
merits of the Federal Family Educational Loan Program and the Direct Loan Each has its strong 
advocates Both programs collectively assist millions of students, and each participating mstitution 
should be free to select the appropriate federal loan delivery for its students and families 

The attached statement outlines the exceptionally positive experience that Rutgers, 
the State University of New Jersey has had during its initial year of activity with the Direct Loan 
I have also appended an Op-Ed article written by Dr Francis L Lawrence. President, Rutgers, 
The State University of New Jersey which appeared on Apiil .lOth in The Irenton Times which 
persuasively argues for Direct Lending and the retention of federal student assistance programs 

1 am urging your support for Direct l-endinu, and for the opportunity for 
institutions to have free choice between federal loan deliveries 
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Testimony Provided To The House Commiiiee On Economic and Educational Opportunity 

As the University Director of Financial Aid at Rutgers, The State University of New Jersey, I 
have had an opportunity to examine closely the first year implementation of the Federal Direct 
Student Loan Prc^gram The initial year's operation of this program at the University has been 
exceptionally positive 

I believe that I bring some objectivity to my evaluation as that I only recently joined the 
University Prior to coming to Rutgers I ser\ed at a private university participating in the FFELP 
and for nearly a decade. ser\'ed the New Jersey Department of Higher Education as Assistant 
Chancellor - Studem Assistance and Information Systems In this position I was responsible for 
the New Jersey Higher Education Assistance Authority which supported the Federal Family 
Educational Loan Program Guarantee Agency Prior to that I was the Director of Student 
Assistance at the Pennsylvania State University 

During my 25 year tenure in Hnancial aid, the growth of the federal loan programs has been 
steady, and its significance as a funding element in student aid packaging has become prominent 
Increasing participation and complexity necessitates that we streamline processes and automate 
fully to best ser\e students and families 

The Rutgers b'niversity Direct Lending stoiy can be succinctly told bv ijuoting from a University 
briefing paper entitled "Direct Lending A Computing Success Stor> " (See Attached) 



"In November of 1 9').-!. Rutgers was accepted by the United States Education Department 
as one of the first one hundred and five colleges and universities nationally to participate 
in the new and completely electronic Federal Direct Student Loan Program Under 
Direct Lending, students borrow money for college directly from the Federal Trcasuiy, as 
opposed to dealing with private banks and individual state loan guarantee authorities 
During Rutgers' last year of participation in the Federal Family Educational Loan 
Program- - the Bank Loan Program which Direct Lending replaced-- our students dealt 
with over two hundred and eight) ditTeient banks and some thirty-four diflerem Slate 
Guarantee Authorities, each having its own policy and procedures for processing college 
loans 

Moreover, the process was largely manual, thirteen thousand plus borrowers had 
to submit paper applications obtained fiom banks to the aid olVice The aid oflice had 
to complete its portion of the application, while subsequently forwarding them to the 
State Guarantors The guarantors then forwarded the application on to the banks who 
would then produce individual checks for each student whose loan had been approved 
by the school and by the guarantor Finally, since each loan was reiiuired by federal 
regulations to be disbursed in two installments, oui Husiness OOices would receive 
some twenty-six thousand checks annually - each of which would have to be individualK 
endorsed by the recipient and negotiated by the University " 
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The Direct Lending Program provides that the student need only file the Free Application for 
Federal Student Aid (FAFSA), and a one-page Promissory Note - if they wish to accept a loan to 
assist in their educational financing The processing is far more efficient - as no separate loan 
application or check signing is required. 

•The Rutgers University experience has been exceptionally positive, with much evidence of the 
program's efficiency and effectiveness The empirical data upon which the favorable Rutgers 
University experience is based can be seen by the following comparison 

By August 12 1994 the Friday of the week in which Fall, 1994 Term Bills were due, (our 
first semester of Direct Lending activity) the Financial Aid Office had processed over 
fifteen thousand Direct Loans In all fifteen thousand cases, the Direct Loan was available 
to assist the students in the payment of their Fall Term Bill A comparison of the p-ivious 
year's activity under the Federal Family Educational Loan Program identified less than 
thirty-three hundred Stafford Loan applications, which had been successftilly processed by 
the middle of August. In effect, under the previous delivery, three thousand loans were 
available to assist, versus the fifteen thousand under the Direct Lending Piograr. The 
example of additional loan dollars available, in conjunction with the reduced paper and 
signing of checks, identifies why the program has been so popular at Rutgers University 

It should be noted that significant efforts are underway to streamline the FFELP to more closely 
parallel the above benefits identified with Direct Lending While such efforts should be lauded and 
supported, redesign of the FFELP delivery should not imperil direct lending 

In summary the University has through its participation in Direct Lending substantially increased 
consumer satisfaction for students and families, increased institutional cash fiow, responded to a 
larger number of student requests in a far more timely manner, and elevated the administrative 
performance associated with the federal loan program 

Clearly each institution must assess its administrative capability, its student service goals, and 
available options for administering federal loan programs 1 urge the committee to support Direct 
Lending and to permit institutions free choice in selecting the appropriate mode of federal loan 
delivery for their students and families 

Submitted by 

John F Brugel, Ed D 

Rutgers - The State University of 

New Jersey 
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Direct Lending 
A Computing Success Story 



In November of 1993, Rutgers was accepted by the United States Education 
Department as one of the first 105 colleges and universities nationally to panicipate in the new 
and completely electronic Federal Direct Student Loan Program. Under Direct Lending, students 
borrow money for college directly from the federal treasury, as opposed to dealing with private 
banks and individual state loan guarantee authorities During Rutgers last year of participation in 
the Federal Family Educational Loan Program -- the bank loan program which Direct Lending 
replaced - our students dealt with over 280 different banks and some 34 different state guarantee 
authorities, each having its own policies and procedures for processing college loans 

Moreover, the process was largely manual Our 13,000+ borrowers had to submit 
paper applications obtained from banks to the aid office. The aid office had to complete its 
ponion of the application, while subsequently forwarding them to the state guarantors The 
guarantors then forwarded the applications to the banks, who would then produce individual 
checks for each student whose loan had been approved by the school and by the guarantor 
Finally, since each loan was required by federal regulation to be disbursed in two installments, our 
business offices would receive some 26,000 checks annually, each of which would have to be 
individually endorsed by the recipient and negotiated by the University 

Under Direct Lending, students deal only with Rutgers' Office of Financial Aid 
The aid odlce deals only with the Direct Lending Service Center, and all processing is done 
electronically through the telecommunication of data files to and from us and the Sen/ice Center 
No separate loan applications are required, which saves financial aid a huge processing step, and 
all funds are transmitted electronically to Rutgers' accounting depanment from the Education 
Depanment's Payment Management System This eliminates the need to process the 26.000 loan 
checks In fact, the only piece of paper involved in Direct Lending is a one-page Promissory Note 
w hich students sign and return to the aid office, and which is then forwarded to the Ser\ ice 
Center along with an electronically produced Promissory Note manifest 

Since panicipants were chosen in November of 1993, and schools had to be 
technically ready to panicipate by July, 19Q4. Rutgers was given a very narrow window of 
opponunity in which to prepare This presented a huge challenge to RUCS. as well as the various 
user depanmcnts involved During what amounted to six months (January through June of last 
year), the aid offices on all three campuses, the six business offices, central accounting, and the 
registrar's operation had to be networked together with RUCS in order to use the microcomputer 
software which the l-di'.cation Department provided for building the Direct Lending database and 
for transmitting data to and from the Serv icer Equipment configurations had to be evaluated, 
ordered and installed Buildings which had absolutely no network connections had to be wired 
into the RUNet The Direct Lending software, which was being released by the department in 
stages had to be evaluated, both as to its basic operation and as to how it could best be integrated 
with existing mainframe svstems used by the University to support financial aid, student 
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accounting, and other applications. Download and upload programs had to be designed and 
w.-ritten. Finally, since the decision was made to use Direct Lending as an opportunity to 
implement substantial improvements in the Student Accounts Receivable system and in Accounts 
Payable -- as well as in the Financial Aid Management system - the programming load in these 
areas grew exponentially. RUCS put together a Direct Lending Technical Implementation Task 
Force comprised of members from all relevant areas within the department, while at the same time 
a Polic>' Implementation Task Force was put together and on which representatives from all the 
user areas served. The work of both was overseen by a Steering Committee. This was comprised 
of University Vice Presidents representing the gamut of administrative responsibility. 

As this article goes to press, we are pleased to report that almost $80 million in 
loans to over 1 5,000 Rutgers students have been made under Direct Lending. All processing 
deadlines were met, a reliable network was installed and maintained, and all application 
programming was coded, tested, and put Into production. 

Direct Lending is hugely popular with students It has, in fact, dramatically 
reduced the time and effort it takes to receive a loan. It is hugely popular with the administration 
in that student service has been enhanced and complaints reduced. It has also been 
enthusiastically received by the fiscal side of the administration in that much of the $80 million in 
loan proceeds already resides in University bank accounts (Whereas under the old program, 
second semester checks would only now be negotiated.) 

In sum, the Direct Lending project is one of the finest available examples of how 
the intelligent use of computing resources can more efTiciently serve the needs of the University 
community 
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OP-ED: Proposals in Congress threaten higher education's affordability. access 
By Francis L. Lawrence' 

Congress is now considering a proposal that could increase the cost of a student loan by 
20 to *0 percent Another measure under consideration would completely eliminate a campus- 
ba-sed federal grant, loan and work program that cunently provides $8 million a year to help 
more than 6,500 middle-income and low-income Rutgers students to finance their education. A 
third proposal threatens the successful and cost-etTicicnt new Direct Student Loan Program in 
which Rutgers is one of the first participants. 

Penn;-\\isc reductions in ilie naiioiial commitment to student financial aid foolishlj 
reduce the federal government's in\estmc"' in hard-working middle- and lower-income 
Amerieans An attack on support for higher education is an inational disin\ebtment in 
.■\riitrica's competiti\ e position in the new global economy, in which knowledge -- not raw 
maieri.ilb, capiMl or low-skilled labor -■ is the ke; resource Finall). in the emerging social 
order, where ineqoalit; based on knowledge is our great social challenge, a retreat from the 
federal goNcmment's eonmiitment to enable all qualified students regardless of income to attend 
college IS a retreat tVom our commitment to democratic equalit; of opponunit) 

I- or the past "0 jcars, the federal gu\ernnient lias pla>ed an important role in helping 
.-\' -tricans aftord a college education Rccogni/.ing that an educated public is essential to the 
■«',;cnglh and growth of democrac; and a sound eeonom;. the government has pro\ided grants, 
k'.in in:cri:si aibNiJics aiiJ other li-rni'« of rmaiicui *iid lo college students The Higher rduLation 
■\ci ot which fomis the basi^ lor the current tederal student aid s;stem. embod'es ihe behcl 
that all qtalifii'il •^tudciiK should t^e able tii attend college, regardless of their financial status 
Indeed, most students attending college in America toda; rely on some form of financial 
assistance 



-more- 
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Bui ihe proposals hcing consiiJcrciJ b\ Congress wil! make higher ciJucanon less 
accessible lo sludcnls Iioni lov\- and niiiJiJIc- income families. Ihe^c proposals, il' passed, could 
force many students into considerabls higher debt uptm graduation and discourage others from 
pursuing .1 college education altogeilicr 

The I'lrst of these p4.)tentiall\ Jc\d-.;,jting measures would eliniiiiatc the interest subsid> 
o'l federal direct loans Currentl>, the "^.4.* p<.T*,eiit intercit on the>e loaiis is paid b\ the lederal 
government while the recipients arc enrolled in c*,»ilege Hliminatioii of this subsid; could 
increase j student's indebtedneis b\ a,s much ai, 20 to 30 percent Take, tor example, an 
■jndergraduaie who borrows the nia\imum amount allowed for five \ears and upon graduation 
obtains a job with an annual income ol'S24.ijOu It the loan is unsubsidized (meaning the imeiesi 
accrue^ while the borrower i^ still in school J, the loan pa>inents would amount to more than 
2(1 pcicent i>l the student's aftcr-ta\ income 

Pvit another wa\. under the turrent subsidized program, ati undergraduate \\ho borro\*.s 
the niJMmuni amount allowed repa\s S7.235 more than he or she borro\*.cd o\er a 10-\ car 

repayment period. But. under an utisubsidized program, the same student would repa> S 1 1 ,400 

in tntercst on the same amount borrowed for the same repayment period 

More and more stiidents arc rcK ing on loans to finance their education, in 1993-^4, 

51 percent of all available student aid was. m the form of federal loani. Middle-class familici. 

whooften do not qualify for grants because of their incomes, will be the hardest hit if this 

subsidy IS cliinmatcd Ironicalh, the middle class is the very group that man\ political leaders 

have targeted to benefit t'rom propi sals to cut goveriiinent spending 

Most college students and their parent;, fully expect to incur some debt in exchange for a 

college education But eliminating the interest subsidy would place an additional burden on 

those who graduate and could e\en force some to drop out of college before earning then 

degrees 

llie passage of a second proposal would create further hardships for many low- and 
middle-income students Iliis measure would eliminate campus-based aid programs that are 
funded b\ the federal government -- the Supplemental Lducational Opponumtv Grants (SbOCii. 
the Carl D. Perkins Loans and federal work-stud\ . Here at Rutgers, more than 6,500 students 

-more- 
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arc bcncfiling from Ihcsc programs NaiionalK iii \WA, a^<lul 697.000 college sludcnls recened 
Perkins loans, 713.000 lield \\ork-sluJ> jobs, and almost a million received grants through the 
SHOG program. 

A third proposal seeks to put the brakes on a successful and cfHcicnt method of lending 
mone\ lo college sludenls. l.asl fall. Rutgers became one ofthc first schools in the natron to 
participate in the Federal Direct Student Loan Program This program allows students to borrow. 
mone> directK from the Department of Education, rather than through ar. imemicdiarv, such as a 
bank, and with less red tape for the applicants and their parents. The Clinton administration has 
proposed expanding the program to more colleges and unnersities. but critics are calling tor a 
freeze so that the program can be re-evaluated and possibly dismantled 

.At Rutgers, the program has resulted in a faster and less complicated loan process 1-or 
•ample. b\ Aug i: of laM vear. the week during which fall IMJ term bills were due. Rutgers' 
I .iiancial Aid Ollkc pnvcssed direct loans for more than 1 5.000 students ,-\t the end of the 
same period in 1993. onK 3.-00 loan applicaiions had been processed 

In addition, the direct loan program allows students to receive their funds earlier so thev 
can Iniv books and other suitIic-; sooner l.o.in recipients alst> pav lower fees on their U'ans 
Tavpavcrs. too. will sec K-ncl'.ls I he program is evpcctcd to save about S6 ; billion over live 
vears bv clim.nating subsidies paid to banks and oiher agencies that participated ;n the student 
loan prograin 

Higher education is more imponant than ever todav for individuals and for our nation. 
College graduates earn an average of 7u percent more annualK than high school graduates 
I'.conomic growlh and competitiveness depend on a higlilv skilled, well-educated workSoKc 

This countrs is taking a hard look at how to use its resources wiselv and eliminate 
wasteful or unproductive programs 13ut we must not indiscnminatelv cut higher education 
programs that pa> socictv back nunv times over their original cost The loan interest subsidv . 
campus-based lederal aid programs and direct student loans have helped make American higl-.er 
education accessible, affordable and diverse l.et'^ not lock our voung people out of their best 
opporlunitv for a brighter future C ultiiig back on student financial aid is one ceonomv Aiicrica 
cajmol a fiord. 
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DEFAULT RATES CONFIRM MEMBERS 
"WORST FEARS"; 
DIRECrr LENDING A HAVEN FOR fflGH-DEFAULT SCHOOLS 

Washington, D.C. -- A bi-partisan group of House 
members today criticized the Department of Education's direct 
student loan program for providing a safe haven for high default - 
rate schools. 

Congressmen Bart Gordon (D-TN) , David Mcintosh (R-IN), Pete 
Peterson (D-FL) and Barl Pomeroy (D-ND) said that a rush of high 
default schools into the direct loan program should be viewed as, 
what Rep. Pomeroy called, an 'alarm bell*, signaling caution 
toward the new program. 

The Members released default rate data for more than 50 
schools already in the Direct Loan program. The numbers show 
there is cause for alarm: 

- Nearly all the schools had default rates of 25% or higher 
for the last two fiscal years. 

- At least four schools have posted default rates of 25% or 
higher for three straight years. 

- Six schools had default rates of 40% or higher for one 
year, including: 



' Las Vegas Gaming School 
■Ai:alifom a Nannie College 
••Natural ition Institute 
of Hair 

Blegance International , Inc 



Stats 1992 Default Rate 

NV 47% 

OA 45% 

NJ 41% 

CA 41% 



■I believe there is enough old-fashioned ccoinon sense in 
this body to say 'no' to this kind of policymaking,' said Rep. 
David Mcintosh, 'Unlike the person who approves these schools 
over in the Department, we face real students, real schools, and 
real taxpayers.' 

■Mhat this means is there are schools where the education 
and job placenent opportunities are so poor that nearly half 
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their students are forced to default on their loans, • said 
Congressman Gordon. "This is simply unacceptable for ANY loan 
progreun, public or private." 

In addition the Members presented newly uncovered 
information that shows how inefficient the Department of 
Education has been in purging high -default schools from the 
student loan system. 

A survey of 27 of the nation's student loan guarantors found 
400 schools who have appealed their removal from the student loan 
program because of high default -rates. By law, the Department of 
Education has to process these appeals within 45 days. Yet, 
despite the fact that all of these appeals are at least six 
months old, only 4 of those 400 have been processed. Thus, over 
99% of the schools who had appealed their removal from the system 
still receive tajcpayer- backed loans for their students, continue 
to default on those loans and are continuing to sign up for 
direct lending. 

•The Department of Education is not addressing the problem 
of high default schools in the guaranteed loan program, " said 
Rep. Pete Peterson, "but there is no reason to allow these same 
schools into direct lending where no default rates will be 
calculated. " 

The Members also cited a recent letter by the Advisory 
Coiiinittee on Student Financial Assistance, which was critical of 
the Direct Loan program. The Committee, a non-partisan group 
authorized to review the Department of Education's student loan 
program, took the Departir.ent to task for having no institutional 
quality control and allowing hundreds of high-default rate 
schools free access to tajc-payer financed loans. 

Specifically, the Committee found that the list of 1995-96 
direct lending participants includes: 

-272 schools with default rates of 25% or higher in at least 
one of the three previous years 

-160 schools with default rates of 25% or higher in the roost 
recent fiscal year 

- 100 schools whose default rate data were either "missing 
or potentially unreliable' . 

•Before I came to Congress, I spent eight years trying to 
make sure insurance companies remained solvent," said Rep. Earl 
Pomeroy. " I learned then that no company can produce business as 
fast as we're seeing with direct lending, unless they cut comers 
and accept bad risk -- sacrificing short term gain for long term 
pain. Unfortunately, that's what the Department of Education is 
doing to the U.S. Treasury," Pomeroy said. 

Government studies have consistently shown that student loan 
defaults are concentrated among proprietary schools. Of the 
1,420 schools accepted to participate in direct lending during 
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the 1995-96 academic year, 728 (51%) are proprietary schools. 
According to the Department, only 24 percent o£ all four year 
inotitutions are participating in direct lending. 

"This information confirms my worst fears about direct 
lending," said Rep. Bart Gordon. "With a number of other 
Members, I have worked hard to ensure that high-default schools 
are prohibited from participating in the guaranteed student loan 
program. Many of these high-default schools are siaply scam 
operations that saddle their students with taxpayer -guaranteed 
debt and provide little or no educational or career benefit. We 
have put safe-guards in the student loan system that have saved 
the taxpayers over $1 billion every year. Now these same schools 
are flocking to the Direct Lending Program where they don't have 
to worry slbout default rates." 

"We know the direct loan program means hundreds more 
bureaucrats at the Department of Education," said Rep. David 
Mcintosh, "it adds as much as $165 billion to the national debt, 
and in the end, no better deal for students." 

"These exaii?>les clearly show that the Department of 
Education is moving too fast on this agenda," said Rep. Bart 
Gordon. "The Department of Education does not have that ability 
to manage this program and shoulC not be moving toward full 
Implementation. " 

The Members present today are all supporters of the 
Goodling-Gordon Bill, HR 530, which would slow the implementation 
of the Federal Direct Loan Program (FDLP) to allow a thorough 
evaluation of the program and require the FDLP to include default 
restrictions similar to the guaranteed student loan program. 
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^ "ED has not developed 
measures of institutional 
quality required to ensure 
program integrity, comparable 
to the cohort default rate in 
the FFELP" 

AfStfin High MmH scfcoofs 


lli 

■ 


^ "ED'S Selection Process 
allows institutions with 
questionable records to 
participate in the FDLP for 
1995-96" 




► "There appears to be no plan 
to monitor institutional qual- 
ity to detect mismanagement 
by high default institutions" 
jVftflft Direct loan scfraolf 
hm "imw epperfunlfflef #er 
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Advisory Committee on Student Financial Assistance 

March 17. 1995 



The Honorable James M. JeSbrds 
Committee on Labor and Human Resources 
United States Senate 
513 Senate Hait OfSce Building 
Washington, D.C. 20510 

Dear Senator Jeffords: 

Thank you for the opportunity to provide observations and suggestions regarding 
integrity in the Ford Federal Direct Loan Program (FDLP). As you know, our 
Committee has been evaluating the implementation of the FDLP in accordance with a 
mandate from Congress. Our study, now in its second year, includes the Federal Family 
Education Loan Program (FFELP) as well, and will produce a second report this 
summer on all aspects of program implementation. 

The program integrity issues discussed in your letter are important ones that have two 
key dimensions: program accountability and institutional quality. With regard to 
program accountability, the problems encountered in FDLP reconciliation in the fint 
year are a symptom of broader challenges being all Title IV progiiims. With regard to 
institutional quality, the lack of appropriate me.uures-speciGcaUy an equivalent to the 
cohort default rate currently used in the FFELP --signals a need for a much closer look at 
how quality can be ensured in the new program. In both areas, the problems can be 
addressed by proper corrective actions by Dep^xrtment of Education (ED) managers in 
charge of student aid delivery and the FDLP 

The remainder of this letter discusses the issues of program accountability and 
institutional quality raised in your letter by identifying the underlying causes of the 
problenu and maldng recommendations to remedy them. In order to establish the 
context in which our Gndings are presented, several caveats are in order. 

• The Advisory Committfe's study to-date has found the FDLP to be a 
feasible loan program with important, desirable features for institutions and 
students. These include integrated deUvety, institutional origination, and 
income contingent repayment 

• Implementation of the program has progressed well and program operation 
has been quite smooth through loan origination and disbursement 
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• ED has shown clearly that it has the ability and commitment to manage the 
FDLP effectively. 

However, even though the FDLP has been shown thus far to be feasible, desirable to 
institutioiis and students in its operatiott, and manageable by ED, your letter is correct in 
its assumption that important shortcomings do exist that will threaten accountability and 
quality if not addressed in a timely manner. 

PROGRAM ACCOUNTABILrry 

The Committee has identified problems in the FDLP reconciliation process, which is 
designed to ensure that the loan records and the cash management data in the FDLP 
servicer and the institutional systems match precisely. Similar problems have been 
observed by ED's Office of Inspector General (OIG) and are reflected in ED's Dear 
Colleague Letter concerning reconciliation. Our Committee believes that there are four 
causes of the problems. 

• Structural deficUncus in the overall deliveiy system for student aid adversely aSect 
all Title IV programs-including FDLP loans. These deficiencies were highlighted 
most succinctly in a letter from our Committee to S?crclaiy Riley on June 15, 
1994. 

• Short-run policy decisions by ED manageis, necessiuted by these structural 
deficiencies, have exposed the program not only to inefficiency but pc«ential 
program integrity problems. The Advisory Committee addressed these issues in 
both our August 1994 leport to Congress on the loan programs and in a letter to 
Congressman Goodling on October 31, 1994. 

• Software problems have hampered program operations from the outset. The 
Advisory Comnaittee was able to explore the scope of the problems with ED- 
supplied softwatrc with 18 institutions at its hearing in California last November. 

• Design shorteomr-^ in the FDLP servicer system have prevented smooth operation 
in back-end processes, including reconciliation. These problems were documented 
and discussed at the same hearing. 

In order to fully appreciate the problems of reconciliation-and their solution-it is 
necessary to review the contribution of each of these factors. 

First, structural depciencUs in the student aid deliveiy system result from the lack of a 
fully functional Title IV-wide recipient database that can integrate all program 
operations. The problems that result continue to haunt the Title IV programs, including 
the FDLP and the FFELP. For example, the current delivery system cannot identify 
where the student is enrolled, even after the award and disbursement of thousands of 
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disbursements of funds to borrowers for as many as 60 days or more after the 
disbursements are made. While well-intentioned, this policy contributed greatly to delays 
in reporting and resulted in a significant gap between drawdown and reported 
disbursements, and complicatioas in reconciliation. 

The policy decision to allow institutions flexibility in reporting makes preventing multiple 
loans and tying drawdowns to disbursements impossible in a system without a fully 
function?J, student-level database. Even if the FDLP servicer is directed to match loan 
records across institutions at the ixtck end, a procedure not cunently in place, ED's 
policy of permitting institutional flexibility in reporting makes it impossible to identify 
multiple loans before disbursement occurs. Finally, although the Advisory Committee is 
not aware of 5tst-year FDLP institutions taking improper advantage of this flexibility, 
such as maintaining excess cash, the processes curT>;ntly in place are open to mistise 
because the origination, drawdown, and disbursement processes are not sufficiently 
integrated in spite of cunent Title IV cash management and FDLP regulations. 

Third, sofiwart proilems have compounded difficulties resulting from structural 
deficiencies and policy decisions by making the physical task of reconciling accounts 
much more difficult Institutions have reported to the Advisory Committee that ED- 
supplied software is subject to slow data processing, systems crashes, and corrupted data. 
These problems have delayed or prevented schools from reconciling on schedule, an 
ability which is taken for granted in most large private data processing systems. 

Fourth, design shortcomings in the FDLP servicer system have further intensified 
problems in conducting reconciliation. The most important of these is the loan-specific 
character of the FDLP servicer system, a shortcoming also reflected in ED-supplied 
institutional software. Institutions generally manage information on a student-spealic 
basis. This design flaw increases dramatically the burden of performing even routine 
functions and the difficulty of conducting reconciliation successfully. In addition, other 
problems with system interfaces between the institution and the TOLP servicer have 
made the reconciliation process extremely tedious for institutions. Examples include 
rigid accounting protocols and mismatches between software and servicer edits. 

All four factors-structural deficiencies in delivery, short-run policy decisions, software 
problems, and design shortcomings-have contributed to reconciliation delays and 
difficulties in the first year. In order to ensure program integrity in the future, ED must 
address each of these problems in i systematic manner. To ensure these problems are 
solved as soon as possible, the Committee is recommending that ED take several short- 
and long-term actions. 

• Reverse previous policy decisions and modify the CPS to prevent multiple 
awards across programs and tie drawdown of funds to Title IV program 
disbursements, including disbursements of FDLP loans. This enhancement 
can be performed under the task order component of the new CPS 

4 



■3/3 



309 



contract. Conceivably, this new function could be installed in time for the 
1997- 199& award year. 

• Review the policy of allowing FDLP institutions wide latitude in reporting 
disbursements to the servicer, and move expeditiously toward more closely 
integrating origination, drawdown, disbursement, and reconciliation. 

• Produce a reporting system that identifies quantitative targets for the 
second year of FDLP program operations and system performance that will 
allow real-time measurement of multiple awards, excess cash, and gaps 
between disbursement and reconciliation. 

• Provide for an external evaluation of all ED-suppUed institutional software 
used in the program and consider the need for a complete, parallel 
software redesign that can be installed in the thira year of the FDLP 
program. 

• Conduct an external systems review, including the database structure, 
aimed at eliminating design shortcomings such as the loan-speafic nature 
of interfaces between institutions and the servicer. This should be 
completed in time for the third year of FDLP operations. 

It is extremely important that the reconciliation problem not be viewed as a narrow 
short-term problem. Oce again, it is a manifestation of Title IV-wide systemic problems 
that must be addressed through a broad set of management conective actions to ensure 
long-run program integrity- 

INSTITUTIONAL QUALITY 

The second question in your letter relates to concerns over the lack of a measure of 
institutional quality in the FDLP equivalent to FFELP cohort default rate determmatioiis 
and the long-term consequences for program integrity. In response to your "quest, the 
Advisory Committee has conducted a preUminary analysis that mcludes an examination 
of the default histories of FDLP institutions. Our analysis has identified four problems. 

• The seUction process for allowing institutions to participate ifl the FDLP 
appears to have permitted institutions with questionable performance 
records to enter the program. 

• Cunent stUoion criteria appear to be inadequate to prevent problems 
related to program integrity in the future. 
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• There appean to be no plan to monitor bisHMlonal quality to detect 
mismanagement by high debult isstitutioas. 

• ED has not developed ifMOiitrM of batltutiomU tpulitj required to ensure 
program integrity, comparable to the cohort default rate in the FFELP. 

Each of these problems requires immediate attention to ensure institutional quality in 



First, ED's stUction proem allows institutions with questionable records to participate in 
the FDLP for 199S-96. Exclusive of institutions eligible for cohort de&ult waivers: 

• 272 schools have defoult rates of 2S percent or higher in at least one of the 
three recent fiscal years for which ED data are available (i.e., FY92, FY91, 
and FY90); 

• 160 institutions have default rates of 2S percent or higher for the most 
recent fiscal year, and 

• 59 institutions have defaults rates of 25 percent or higher in both of the 
two most recent fiscal yean. 

Furthermore, well over 100 institutions accepted for the second year, of which the vast 
majority were proprietary institutions, bad default rate data that are missing or 
potentially unreliable for the previous three yean. 

Because these institutions with high default rates or potentially unreliable data represent 
less than two (2) percent of 1993 FFELP loan volume, they are not likely to have a 
major impact on future FDLP volume. Nonetheless, their participation could contribute 
in a disproportionate way to a perception that the program is failing to ensure 
institutional quality. Since ED has considerable flexibility under the law in choosing 
institutions that are 'reasonably representative,* it could have screened institntions more 
carefully to ensure quality. 

Second, current stltttUm erittria, as they have been applied for 1995-96, do not appear to 
be adequate to prevent entrance of even more high-default institutiotts. The Committee 
underatands that waivers may be appropriate for certain schools serving largely 
disadvantaged student populations and that objections have been raised about creating 
criteria for the FDLP more stringent than for other loan programs. Nonetheless, the 
criteria as currently structured appear to invite problems in the long-run, especially 
because other selection Cactots related to admiiiistrative capabi% will be relaxed in 
future years. In light of OIG's and the General Accounting Office's (GAG'S) concerns 
about ED's gatekeeping function, the current criteria must be examined very dosely. 



the FDLP. 
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Third, there appeals to b« no plan to monitor InstUutUmal quality. The existence of an 
income contingent repayment option in the FDLP-an option that S.495, t he "S tudent 
Loan Evaluation and Subilization Act of 1995," would extend also to the FFELP-offers 
new opportunities for mismanagement by institutions of poor quality. While it is 
technically still possible to be delinquent, or in default, on an FDLP loan, institutions 
could use income contingency as a management tool to mask the consequences of poor 
educational programs. The Advisory Committee knows of no plan by ED that addresses 
this issue either at the application stage or through monitoring of institutional 
performance. Similar problems vnll emerge in the FFELP if income contingent 
repayment becomes available under that program. 

Fourth, ED has not yet identilSed or analyzed alternative mtasurts of institutional quality 
in the FDLP that will serve the same program integrity function as the default measure 
in the FFELP. Instead, there appears to be a widespread feeling on the part of ED 
management that default is, by definition, minimized under the FDLP, and consequently, 
that there is less need for such a measure. 

In order to ensure program integrity, the Advisory Committee would urge ED to take 
corrective actions in each of these four areas: 

• With regard to institutions already in the FDLP, ED should review its 
selection process and perform an analysis that identifies problem schools. 
As part of this process, ED should consider replacing these institutions 
with those having lower default historiei^-especiaUy with institutions that 
applied and were not selected for reasons other than quality. 

• ED should develop new selection criteria designed to prevent the 
participation of institutions that are likely to have excessively high default 
rates or to misuse the income contingent repaymen; option. 

• ED should formulate a system to monitor institutional quality that tracks 
and reports the use of the income contingent repayment option in the case 
of schools that are potential problems. This system must be able to detect 
unusual shifts in payment option selection as well as payment streams that 
signal likely program integrity problems. The system must also subject such 
institutions to intensive monitoring aaoss other key indices. 

• ED should carefully analyze and compare alternate measura of institutional 
quality that can be used to monitor and eliminate problem schools. These 
include delinquency and default rate in repayment options other tba.-i 
income contingent repayment, frequency of administrative assignment of 
delinquent and defaulted loans to income contingent repayment, and rate 
of selection and nonpayment in income contingent repayment Other 
potential measures are withdrawal or dropout rates, program completion 
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rates, and success of graduates obtaining employment or meeting their 
educational objective. 

In sununaiy, the participation of institutions with high defoult rates, the absence of 
appropriate measures of quality equivalent to cohort defiiult rates, and the failure to 
monitor institutional performance in light of these measures will have a predictable 
negative impact on program integrity in the FDLP. It is important that ED move 
aggressively in each of these areas. 

As part of its continuing evaluation of the loan programs, the Advisory Committee will 
explore over the next few weeks measures that might be used as alternatives to cohort 
default rates. This wiH be a focus of the Advisory Committee's hearing in April. The 
Committee will make these analyses available to the Congress as soon as they are 
completed. 

In the meantime, on behalf of each of our members, I would encourage you to consider 
the recommendations outlined above as a preliminary framework for your oversight 
hearings. Thank you for the opportunity to provide these recommendations. Please let 
us know if we can be of further help in this matter. 



Sincerely, 




Chairperson 

cc: The Honorable Nancy Landon Kassebaum (identical original sent) 
Advisory Committee members 
Members of the Committee on Labor 

and Human Resources 
Members of the Committee on Economic 

and Educational Opportunities 
The Honorable Richard W. Riley 
The Honorable Madeleine M. Kunin 
The Honorable Marshall S. Smith 
The Honorable David A. Longanecker 
Mr. Leo Komfeld 
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Advisory Committee on Student Financial Assistance 



March 17. 1995 



We thought it might be helpful to receive a copy of the enclosed documents which were 
produced by the Advisory Committee and referenced in the letter. They are as foQows: 

• June 15. 1994. letter to Secretary Richard W. Riley 

• Implementation of the Federal Direct Student Loan Program and Modifications 
to the Federal Family Education Loan Program: A Report to the Congress of the 
United States and the Secretary of Education, August 1994 

• October 31, 1994, letter to Congressman William F. Goodling 



1210 M.r7liiid AvcBU., S.W, S.U< Ml. W«hi«ro^ D.C I0202.75JI • T.t I017CW.7439 • F«c I(W401.34«7 
An iadipCDdnt coainittM cn»Ui br CoBgrtis U kWm o« stidnt M poUcjr 
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Advisory Committee on Student Financial Assistance 

October 31, 1994 



The Honorable WOliun F. Goodlin( 
Cooimittee on Educatioa and Labor 
U^. House of Representatives 
2263 R^um House Office Building 
Washincton. D.C 20S15 

Dear Congtessman Goodlinf 

Thank you for reading and responding to our August report on the student loan 
programs. We are veiy happy the report was informative and benefidal to your 
oversight of the implementation of the Federal Direct Student Loan Program (FDSLF). 

In your letter you asked for our Committee's reaction to four questions: 

• Should the disbursement rules we recommended for the FDSLP also 
be used in the Federal Family Education Loan Program (FFELP)? 

• b the Gjmmittee satisfied that the Department is taking the necessary 
steps with respect to Title IV system design and potential integrity 
problems? 

• What can the Department do in the short run while it redesigns its Htle IV 
system? 

• Does the Committee feel that the Department's use of Sallie Mae to 
ensure access to loans is adequate? 

With regard to disbursement rules, your suggestion that if a rule is complex in FDSL it is 
also complex in FFEL b well takes. It certainly makes sense to evaluate such a change 
is FFEL. The rationale for our recommendations to the Secretary, delivered after 
legislative changes had been made, was that the Department had not implemented fuBy 
what Coogress had made dear in statute-that disbuncme nts m FDSL be consistent with 
Pen Grants. However, Congress made no such change in FFEL. Accordingly, our 
Committee made no recommendations about implementation to the Secretary in this 
regard. 



Kooa 4tO», R0B4, Tib aa4 D Strattt, S. W., Wail^oc<<». D.C mUrlX • mrm-14a$ • Fac 2«Z/4«l-34(7 
Aa IwhpnUnt wmmUlM tnalai ty CflO|rt« to a4TiM M riadeot aU peOcj 



315 



Advisory Committee on Student Financial Assistance 

June 15. 1994 



The Honorable Richard W. RHey 
Secretary 

U.S. Department of Education 
400 Maryland Avenue, S.W. 
Washington, D.C. 20202-OlCO 

Dear Mr. Secretary: 

I am wilting on behalf of each of our members about a matter of great importance to 
the Department of Educauon (ED), the Congress, and the entire postsecondaiy 
education community. A singular opportunity exists to use upcommg procurctnents to 
rcstrticture the systems that deliver TiUe IV student aid--to make them more effiaent 
and ensure program integrity. The benefits to all parties are trtily substantial and can 
be achieved without a significant increase in the costs of deUvering federal funds to 
needy students. However, it appean that this opportunity may be squandered m a 
headlong rush to rccompete existing contracts. We are recommending that you direct 
ED suff to carefully reconsider the long-nm implications of their procurement strategy. 

ED has issued draft requests for proposals (RFPs) for major contracts that support 
appUcation, processing, and disbursement of TiUe IV funds. The strticture of these 
RFPs will detennine the capabilities and shortcomings of the student aid deliveiy 
system into the next century. Relatively modest modifications in these R^s and 
resulting contracts can produce dramatic improvements in performance, effiaency, 
integrity, and cash management Unfortunately, our initial assessment suggests that 
these systems will remain essentiaUy unchanged for the rest of the decade. 

In 1986 Congress charged the Advisory Committee to monitor deliveiy on an ongoing 
basis and make recommendations for improvement We have just completed a year- 
lone study of the systems and processes involved and have identified senous 
deficiencies. These were shared with ED staff in April of this year A copy is enclosed. 

Great progress has been made in the program and policy areas over the last few years. 
The v^ majority of students now complete only one data set on only one foim and arc 
means tested under only one model. In contrast, the delivery system itself is a 
puzzling assortment of dozens of separate data bases, contractors and faahdes, most of 
wWch do not communicate with each other. This, for example, forces institutions to 
report awards for the same student to several different entiues at different tmies .and 
on different schedules. 

Rooo 4<00, ROB-3. 7fl. «.dD S.n«i^ S.W.. W«hu.|to«, D.C 2020^7$82. Td: 201flOS-7439. Fn: 102/401J«7 
An in<Jtptndoit cammittae cmtal hj Conjrm lo »d»fa* on rtudtnt «id poUey 



316 



The Honorable Richard W. Riley 
June 15, 1994 
Page 3 

it IS too late to make the required changes, then we recommend extending contracts 
perhaps for one year--not rolling them over for five to seven yeais with unchanged 
specifications. 

In the meantime, if the Committee staff can be of any assistance, please call our Staff 
Director, Brian Ftzgerald. Thank you for your attention to these important issues. 



Sincerely, 




Enclosure 

cc: Advisory Committee members 

The Honorable Madeleine Kunin 
The Honorable Marshall Smith 
The Honorable David Longanecker 
Mr. Leo Konifeld 
Ms. Maureen McLaughlin 
Mr. William Moran 
The Honorable William Ford 
The Honorable Pat Williams 
The Honorable Thomas Sawyer 
The Honorable Jolene Unsocid 
The Honorable Patsy Mink 
The Honorable Robert Andrews 
The Honorable John Reed 
The Honorable Tim Roemer 
The Honorable Dale Kildee 
The Honorable Robert Scott 
The Honorable Ron Klink 
The Honorable Karan English 
The Honorable Ted Strickland 
The Honorable Xavier Becerra 
The Honorable Gene Green 
The Honorable Thomas Petri 
The Honorable Steve Gunderson 



Tlie Honorable Randy Cunningham 
The Honorable Dan Miller 
The Honorable Paul Henry 
The Honorable Marge Roukema 
The Honorable Peter Hoekstia 
The Honorable Howard McKeon 
The Honorable Richard Armey 
Tlie Honorable Qaibonie Pell 
The Honorable Howard Metzenbaum 
The Honorable Christopher Dodd 
The Honorable Paul Simon 
The Honorable Barbara Mikulski 
The Honorable Jeff Bingaman 
The Honorable Edward Kennedy 
The Honorable Paul Wellstone 
The Honorable Harris Wofford 
The Honorable Tom Harkin 
The Honorable James Jeffords 
The Honorable Nancy Kassebaum 
Tlie Honorable Dan Coats 
Tlie Honorable Judd Gregg 
The Honorable Strom Thurmond 
The Honorable Orrin Hatch 
The Honorable Dave Durenberger 
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STATEMENT OF THE NATIONAL ASS0C1AT)0N 
OF STUDENT FINANCIAL AID ADMINISTRATORS 

Dear Mr. Chairman: 

As you and the members of your subcommittee begin hearings to consider whether or noi 
there is a need to modify the existing statutes governing the. Federal Family Education Loan 
Pixigram (FFELP) and the William D. Ford Federal Direct Studem Loan Program (FDSLP). 1 
would like to take this opportunity to recommend for your careful consideration four 
principles, related to these two federal student loan programs, which our members believe 
should be maintained. 

As vou know in August of 1993. the Congress enacted P L. 103-66 which authorised the 
Secretary of Education lo establish and administer a Federal Direct Student Loan Program. 
Fundamentally, this new pirjgram was designed to allow it to be phased-in over a five year 
pcncxl in hopes that i. might prove to be a more cost effective and efficiem delivery system 
for originating and collecting student loaas than the Federal Family Education Loan Programs 
authorized under Pan B of the Higher Education Act. 

In its wisdom the Congress carefully included in the statute transitional participation goals 
which were designed to insure there would be a manageable phase-in of the new direct loan 
pmgram. and which insured that insUtuUons would be afforded flexibility in deciding whether 
to participate. To dale, the feedback we have received would suggest the William D. Ford 
Direct Student Loan Program has gone very well for the initial group of 102 insututions that 
participated during the 1994-95 academic year. With only a couple of exceptions here and 
there, all of these schools give the new program a solid endorsement and commend the 
Department of Education for its assistance and operation of the program. Likewise feedback 
fmm the expanded groups of institutions that have signed-up to participate dunng the 1995-^6 
academic year is also very positive. Thus, it would appear that, so far, the new program is 
working well We also have received feedback from members who have elected not to 
participate in the FDSLP, but who have decided to continue to operate under the Federal 
Family Education Loan Program. Many of these iastitutions have told us that ser^■lce has 
impitjved under this program since the FDSLP began and that the competition has been 
positive. These schools are pleased with the FFELP and want it to continue as an alternative 
to the FDSLP. 

Given this feedback from member institutions and the pending discussions and proposals 
regarding changing or limiting the two loan programs. NASFAA's Board of Directors adopted 
the following resolution at its May 2. 1995 meeting in Minncap-vlis, Minnesota. 

RESOLUTION #1 
PRINCIPLES WHICH SHOULD BE MAINTAINED 
IN THE FEDERAL STUDENT LOAN PROGRAMS 

There has been a great deal of debate in recent months regarding the Federal 
Direct Student Loan Program ;ind the Federal Family Education Loan Program. 
In light of Uiese discussions and pending legislative proposals, the Board of 
Dircaors of the National Association of Student Financial Aid Admimstrators 
hereby has adopted the following principles which should be mamtamed. 



1. 



All eligible postsecondary institutions should continue to have the 
option, based upon the choice of each school, to participate in whole 
or ill part in either the Federal Direct Student Loan Program (FDSLP) 
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or the Federal Family Education Loan Pnigram (FFELP). 

2. The number of loans and percentage of loan dollars awarded under the 
FDSLP or FFELP should not be constrained by imposing limits or 
volume amounts on either program. 

^ Individuals who borrxiw under either FDSLP or FFELP should be 

entitled to equivalent terms and benefits, including but not limited to. 
minimum and maximum annual and cumulative loan limits, interest 
and lee charges, and deferment and authorized repayment options. 

-4 In recognition of the effort and coniniiunent put forth by the 

Department of Education, members of the lending community, and 
institutions. a.s a minimum the FDSLP and FFELP should be allowed 
lo continue to operate a.s parallel programs until their cuitcih 
authorized lime lines expire. 

Adopted .May 2. 1W5 in Minneapolis. MN 
by the NASFAA Board of Directors 

If they are followed, we believe the pniKiplcs contained in this resolution pixivide a 
responsible course ol action which will insure that sutficien; lime has pa.ssed lo enable 
Congress lo make an informed decision regarding the future direction of the federal loan 
pmgrams dunng the next reauthorization of the Higher Education Act. and will insure a period 
ol needed slabiliiy for everyone involved in the loan paigrains. 

We thank the subcommittee tor ccmsidering these principles, and would lie happy to provide 
any further a.ssistance which would benefit the subccmimiiiee's work. 
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Memowmdam /vfl»,mt 

TO. Hoo<ir»H»B«tOot*» 
AttMtUaa: U« 

SPmWM la rbMOcfal iMtitntloni 
•nd 

Dtonlt ZlnmwnMa 
SpteUllit In Public FliunM 

8UBJBCT! C!ritiqu«ofth.Admlnirtnrtl<»'»«rtiii^i«>in«iftom 
teadinc for itud^nt iaum 



Thli wtm-"*"- *« »rftt«n In r««pon»» to tout r»qu««t fcr «n 

apluxtfan of tb* A<tntotatr.tJoa'« eWa. •'•"JP* "'I"? 

Uilinf ptogr«n for port^«.DdM, «hK^ Th. dtoeu«Jon to dW<W Into 

„ nZn to tb* ftiodttWDtiU .eoooink. cftb. l-u«: wb«i "U^"*^ 
»u««t««l lo«- 1» to tb. rtud«U fcc tb. mm. i«|j<>~.^^ 
S;^;^™., tb. Oiv.mm.nf. cort* «»1 b«rf5t. * «»» ^tt-- ^Tl'' 

mtUv f" <>~ f"» "^''^ 
KorakMplaf. 

Agg>«ga«« Bad){*t 'SavliiCI' 

Tb. Admlni.t»tlon dMm. $12 bilUon of budjrt 'MTinn »wci»t^ 
with tb. Pi-kWof. poUer* on poi*«««>d«7 tou. for .tuamU ««» 

dir«*P«ki»II.ndlnt Tb. miotod •.Tln*^ howwwr, Ineiud. iU U>o« 

in tb. gu««it.. pnv~ (Praj. -ft. •VjV?^'^ 
In oth.r TTOid.. .hould not b. tboufht of u owin« «iU«ly to tb. .bUl to 
diractlouM. 
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U> nmotinc aora^liaAiMaMtttb* f«tan« to laiilM^ Mir Mil^ 
•bould triM ngirdUM «f wluOwr Mm loMU «« gamBtotl «MMMnW «r 
4inct r«fanl hwM. DlgiT Th* paitJUtA fii«nato«< kn aot 
di««nf iltlnlib In th« iitoiitoM ft— ibttt hmm. TbaloMMfc to Hm 
<am« Kudwti witii tiM MM tMi fcaOlM, aal CMijr MM intamt nt«* 
■nltonw. Tlitotav8MMtb*fcMiaimi>UW^Ih*aaM|clMiallM 
MModciy attbt, iiUeb aMoi tiaat tbty lim da* MM nhM tod eoat to 
•od*^, nfwilhMortlMiroriclm.* it ii, thmttan, uUtnuy to cttriboU all 
tbt rafbca MTin^i to aitiMr guannlMd or <IM* taofiaf.* 

B t tu U r SMtCcm pn lm m 

A b*tt«r witr to eomfm tb* eo««» of dlrwt end ivonntMd lout 1* to 
ignor* tb* itgnpto Mvinfi wtimatM uxl focu* oo niUiir ntM for th* two 
typM of lotiM, both MlcuUtod oath* pot^SLHAimpaiBtulM. "Subaiitjr 
ntM* npnMDt th* QorwniMDt** eoMof pmidiiif cndttpar dolUur of loan 
and murt te woountod for la tb* bud()t undar mdlt aeeountiac rula*. For 
atudaot loon*, tliia 'auliaUl^ nt** i* ^ dUteaoM bttwMo two ptMant nhia 
ealculatiaaa, doo* Mponta^jr for dinet loam tad giunntMd toaix. For a 
(uaiastaad loan, tba Oovanunant'a oqitndltutM eooalai of littaraat paTmanU 
to commardal laodan (which includa admlniatntin eoata and aom* riaks 
abaorbad bgr laodata) and dabult coata. From thla anMunt la daductad tha 
ptaMOt Talua of tha OoTaromant'a atr^aa ci ramnua aaa oriat ad with tba 
loan — faa inooma and any nat dabuH i at< j »a« y . For a dlmt loan, tba 
Qovammant'a axpanditurM eoeaiat of tha prlndpal of tiia loan, tha Intaraat 
paymanta on tba monqr it borrowa to maka tba atudant loan, and all of tha 
riaka. From tbia ia daduetad tha praant ralua of tha Qovammant'a raranua 
•tnam — rapaymant of tba loan (principal plua intaraat). Each Mleulation ia 
than diTidad bgr tha loan dollar Talua to jiald tha aubaidjr rata. 

Vb» Dapartmant of Educatioo (ED) haa aatimatad tubaidly rmUa for 
both typM of loani, undar currant cradit acotinf tulM. Hm aubakly rataa for 
diract loaoa ara calculatad to ba 734 parcaat for I996-a(XM. (That la, for 
avary tlOO of loan principal, tha Ooiaromant'a eoata ar* $7^J For 
(uarantaad loana tha rata ia 16.41 parecot. Iliua, diract toana appaar to ba 
IcM cxpenaiva by 8.07 parcant of loan roluma. Thia calculatioD, howavar, 
ignoraa tba praMnt Talua of all admioiatratiTa coata for diract loana, whila 
indudinf thaM coat* for (uarantaad loana. WhOa thla ia in accocdaoca with 



* Tbit k D0t aotirttj tnia. Dimt loaaa cany Ml laeoM eeotiafMit r«p«|9Mat (Mtur* 
vbich allmn ttwlvsta t« fay tw Ihu Iba laUfMt md kr a pwio4 <f uf u IB yaar% aWnf 
Uw dilTanoo* to Um lo«a friactyat At tKcaaacf 3Sy«Mi^ th«Mc auy UoMsptotafjr 
fWsivM bf tha Oo*«nuMec t tp r i fl ta i of atatt tt k taSkd V tiba OawnuMiU, thh k a 
MkuH f<H any lavaaur. A ni iaN iawa tn r pMr rh id r^ atMfc a hm wmM pa/ a lowac prioa 
tliu for u> ottxrriaa OMparaMa |uaraotM4 Wa. la iffiit. UlalM|iBn that 4li«c« loana 
wltk tiba liinwi oaatiagHU fca ta ca ara wca aaatly thaa pmnaimi hona 

* » l a rn ii«»« Hn |i n ^r ii l l i i haa H»»«a>»««f 1 1 ii I ii l i i l it U ramaaoM U al 
amoiiaHmWwMiliollil lillil|»at»a««»aHfcctfc»ri'iJI«l'a»«al>la<t^»ofcy 
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th«<urm<hu<titteoi»k»<fto<ruk»gh»lBtt» y t r ii> n ti;«n«ph,ith 
«n uninteaM tawtgiMno «f liwiiilKi i !<■ ■ t» «ht Cr«dlt JUt 
lWO«o44MMinaMtMonoi[rftmli^. (I M iilt ll iiil l ii«MH€f<h»«t 
kMua M anoooM Ibr oa • (Mb bMi*. «*kh aMoi thtt aott <r «HM MMli 
<iecwb<r»<tb*(59Mr)bal|Ms3onkaarinc window, b aaHl, ftOowtaf 
thto apimwh b tUn ta i^Tfaic afainblnlh* OMto te 4b«ct lout an 
dnm^eal^ ioiw tfiu te fiiUMatnd loai, •««> wlaa Ifav «M viiul. 

that tiM mvinp avaibU* ta Au>< ««lMr actbiUM, iMi> tax cnti or 
daOcit ndudfcn. 

BitbnaMl IndcM nihi (aoek aa Um iraiKMi la HJL SSOl, at 8m«^ 
8 (a) <B) (h)) WDUU ca(]uin idntieal tmtMO* (br aiidalttnih* nats Bar 
dliMt ami (oaxantaKl loam. Ac«ot<in>y. B) haa i iiil l ii nH i l the tnbdir 
ntm wHh admlniatnttiY* oxta aocouctod lor on tht hum bati*. TSabr naw 
MtisuttM stiO ipuipott to daaooatiata that dliaet atudant k)ani ara Itaa 
axjumtT* far th« QoY«roaMOt than guaraatatd loma, but tba HlffiranHil 
&TOtin( iSmt hiana bite bgr nota tiian half to SJ9 r«n«>t. 

BoonoHlo Ecali tiaa 

Whan U tha S.<9 parcaot diraet loan adrantagi oonlof fromT Any 
coat difCiKDtlal lofleally nflacU aoma cambinatioQ of thi-M aC «*ta 
a««Kiat«l with tha loana that ara baii>( mi a ml Ij ED-a cakulatiaiw. 

a RiakaattacbacltotluMtoaiiathatanbonwtgrthaiiriTato 
•Ktor an not oouottd wbto ownad by tha public aactor, than 
it DO naaoD to twUava thaaa riaka diaappaar wbao tha loan* an 
mond from privata innataaDt poitfbUoa into tha 
OoTanunaot'a portfolio.* 

a Admlniatrativa eoata for diiaet loajoa an actually hJ^wr than 
tha pnaaot vahM that KD aatiaataa. 

a rii «aa nturoa ttill aziat in tha atudaot loan pcograna. By 
txcaaa ntuni «a nuan that tha intanat nta cfaarftd to 
ftudaota ia mon than would eompanaata tha Oovaramaot and 
aqycampatitlvalaDdarroralloritocaata. Sioeaboth 
guanntaad and dlnct loam hara tha aama tarma (Intanit 
ntaa to tha atudaota), than accMa ntutna accniinf to ptivata 
Undan undar tha (uanntaa pcocram (which an oountad aa 
program eoata) would alao ba axcaaa latunia aamilm to tha 



* ID^ <Um tkia lh« coat aiOmHal !• UXibgl^ «• a lo»w rtteal COM Anai bOi 
1 1 iiiitiilii ■» l«i|intiiil rlWhiKlna Tit ftntUtmtth n ii n t» ll» Ontaimr^ k tint 
Uw lOallhool •( bdi« r<H< art tM «• lh« lUkM <f lh« (IttlMt lou Mi( Amelia, 

wtn»th« y « M| i >i i««»itaa«i«t»irt««*»i«tM«»ii»«i'ft«t<>» ft ii i>n« «»w>i<«>«Hi» 

ll«4t»<a«iattofrflfc«i H l nt ltaMW>»< > ilil tln»J^tt«i O i II iiiii f >>«w^ 
ti » iu .li ^ iMH iM< mnm ifc««i»«^ill»««ilt m i»i " «» >n i mu ln j 
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OoTWiuMat undar dinet louu (which an eounttd M rmipt* 
•Ml r ii uni ytii|>— «o*ti). 

lo fiKt, art Vrmtt co«t Mtimtte tor diract kwM iadudM an abnoo 
tniiif«rofprintepni<Iti onto thtOorcnuMot't book*. UiiiabiU9a*4 
Suffocd, PLUS, aod ron w IM ttw l dittet lo«o< an aatiiMtod to aara fcoflta 
tor tha Oiimiimiil (baaad oo |ir»-adiainiatratiT* coat Mljinliaaiiil dUa). 
Subaidtaid StatCord loana, Igr eoottaat, ara eottij for tha ^SoranuBaot wfaathar 
mad* aa funi^aad or diract loaoa. Tba atljuatad SJ9 parcaot aubai^gr rata 
admttafi lir dinct loaoa eataUnaa tbaaa pro^rama. Tha fiml yaar IMS 
bodfat pm^atta that tfaa Vafitabla* loana will aaount tojtwjundar Uf of 
kwDTChiaM.* Kiapoadbla,«hacafora,tiiat tfaa diract loan adraBtaiaeouId 
ba raducad lil^iilkaattf vara tha '^raOtabk* propaaa aaparatad froat tha 
Stafford Subaidind loana. Ta tha axtaot tha OonmaMot'a Intartat in 
fUrtbarinf paat-aanodaty aducatioo laadi it to ramm pcofita froaa tha 
unaubaidtiad loaoa in tha fUtura, tha budgtt pioa curnQtijr atttibutad to 
diratt laodint fron thk aoupca wouki iBaaiiptar. 

Concluiloa 

At thia junetuia, tha mitmatfh batman tha ori(in*l problam and tha 
propoaad aolution la ooUmrthy. ^^hat atartad thia aearch for nfona of tha 
loan prograa ma cxplodiof dabult rataa and mora-than-competittTa tcturaa 
for mmm a fri a l laodai*. Tha propoaad aolution — diract kadjii( — ia targaly 
irralarant aa a maana of radudnf tbaaa coata. UaT*-than-«onipatitiTa ratunu 
mn Tirtually elimtnatad bjr tha SLRA and, ifaqythinft diract loana may mil 
incnese dafault coata. Ilia primaty my in which diract landing could reduce 
coata (aaauming intaraat rata* ara act at a compctitiva laval) ta if the 
Govamuant ahould auccaad in lomring adminiatrativa and aarvictnf coat* 
ralativa to tha prirata aactor'a parformanca with guarantaad loana. In fact 
thia ia not aipactad, and ED ia contracting thaaa function* back out to tha 
privaU aactor. Thata aiagr ba a bgical rationale for diract landing, but lomr 
coat ia not it. 

Focuaing oo the detail* of tha aatimatkm procedure ta uaaftil, but tha 
broader iaMe tanda to be obacurad I7 a narrow rocua on budgat acotakeepiog. 
The ftindamantal iaaua ia: What I* appropriate for the Qorarninant to do? 
There an maiqr approacbaa to thia quaatioo. Tbn aconoaak approach hold* 
that in thi* caae tlie need t* to repair the capital market (aihira for port' 
aecondaty education. Thi* i* accompliahad with the guarantee againat 
dabult, and diract lending by itaalf adda nothing. 

If you have additional queationa, contact Barbara Mile* at 77804 or 
Dennia Zimmerman at 7S473. 



* Sw<(<< <f >W Vnifd St-m Oaxnu<%M, *rrmia. fltcal Ymr im. f- ML 
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UNITED 



STATES DEPARTMEOT OF EDUCA-^^ffR 2 9 ^996 



™e secretary 
April 26, 1995 



Honorable Bart Gordon 
House of Representativeo 
Washington, DC 20515 

Dear Congressman Gordon: 

Thank you for your letter requesting further information on the 
Department's implementation of the Federal "-"^^ Loan Program 
I have enclosed responses to each of your questions, as well as 
additional materials for your use. 

I hope you find this information helpful. Please let me know if 
I can be of further assistance. 

yours sincerely, 
t 



Richard W. Riley «^ 



Enclosures 



OOO INDtreNDENCE *VE SW WASHIKCTON DC »X)J.OlO0 
I't rnual orrrtt lo cr(t,caii«i and lo ptvnMt rdumnonar rwrW^nrt Chrouflhful t^* .'talWfl 
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DEPARTMENT OF EDUCATION 
RESPONSES TO CONGRESSMAN GORDON'S QUESTIONNAIRE 



1. Is it true that defaulted direct loans are carried on the Department's books 
as "uncollected revenue" — and counted as assets - rather than being counted 
as outlays? If so, please explain the justification for this accounting practice. 
Is this treatmoit consistent with tlie requirements of the Credit Reform Act? 
What are tlte amounts of such loans now being carried on the Department's 
books, and what are the projectioos for such loans for each of the next ten 
years? 

It should first be stressed that, for budget scoring and cost estimation purposes, 
defaults are treated exactly the same way under Direct Loans as ttiey are utxlcr 
FFEL. Defaults are assumed to cost at least as much luider Direct Loans as 
under FFEL, and all default costs for both programs are fully reflected in 
Department cost estimates. 

That said, the method of accounting for ~ as opposed to projecting and budgeting 
for - those costs does differ between the two programs. This difference - which 
is consistent witlt generally accepted accounting principles and the requirements 
of the Credit Reform Act ~ reflects the different roles tlje government plays 
under the two programs. Under FFEL, in which ttie government acts as loan 
guarantor, defaults represent outlays one-time payments fey the Government on 
loan guarantees. Under Direct Loans, the government acts as lender. Funds are 
outlayed at the time loans are made, and the government - like ALL lenders - 
carries outstanding loani'. on its accounts as assets that will be repaid. Defaults 
in Direct Loans reflect n)n-repayments to the Government by borrowers, and so 
are considered to be ncnperforming assets. As noted above, however, this 
accounting distinction hai. co effect on program cost or savings estimates, or cost 
comparisons between Direct Loans and FFEL. 

The Department is carrying $813 million in outstanding Direct Loans from FY 
1994 on its books. To date ixDne of these loans have defaulted ~ in fact, most 
have not entered repayment, siix:e the first loan was made less than a year ago. 
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Projected Direct Ivoan defavdt costs arc shown on the following table. (The 
Department has not done estimates for yean beyond FY 2000.) De£uilt cotts - 
particularly in the early years of Direct Loan* - reflect changes in loan volume 
as well as default rate*. Increases in loan voluine default costs can occur even 
as default rates drop. The year-to-year increases shown in the table below are 
almost entirely a function of increased loan volume resulting from the pbase-in 
of the Direct Loan program. 

Defaiilt Costs by Fbcal Year 

(In millions of dollars) 

1226 1222 122a 1922 2fiQQ 
Direct Loans T7 199 402 682 1.026 

2. A. To what does the DepartoMnt attribute the reduced co^ of loan defaults 
that have occurred ovar the past two years? B. How many comp l lanff 
reviews ofinstitutloos wtreperfonned dtrring those two years by Dcpartrntnt 
of Education persomwi? 

A. Default costs have gone down over the past few years for two main reasons. 
First, fewer borrowers arc going into default due to statutory provisions under 
which schools with consistently high default rates lose their eligibility to 
participate in the Federal student loan programs. Second, more money is being 
collected ftom those who do defudt through the aggressive use of wage 
garnishment, the offset of Federal iiKome tax refunds, and other collection tods. 

B. FY 1993 - 609 on-site reviews (with $326 million in liabilities assessed) 
F\ i994 - 560 on-site reviews (with $355 million in Liabilities assessed) 



3. How frequently does the Department plan to review histitutioas partidpathig 
in dfarect lending? What criteria will be used? 

In order to provide ftiU coverage of FDSLP schools, all Student Financial 
Assistance Programs (SFAP) employees will be familiar with this new program 
and incorporate oversight standards accordingly. 

SFAP plans to review schools participating in the Federal Direct Student Loan 
Program (FDSLP) as often and in the same way as it reviews schools that 
participate in the other Title IV programs. Schools will be selected for on-site 
program review under our fictor list (which will incorporate FDSLP criteria). 
SFAP reviewers then will examine compliance with the sututes and regulations 
for all Title IV programs at the school. 
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requires that an ittstitutioa match its dnw down records with the Servicing 
Center's records. The Servicing Center receives dnw down information on the 
institutions directly from the Depaitment's Payment Management System. 

It is clear that the Direct Loan system has more safeguards to protect the integrity 
of tbe progiam and reduce Federal risk than any other student financial aid 
prognm administered by the Department. 

5. Have all schools participating fai tbe first year of direct lending reconciled 
their accounts on schedule? If not, what has been tlie length of and reason 
for noocompiiaacc? 

Because of tbe misinformation and confiision that has surrounded this issue, we 
have prepared a paper that describes reconciliation, r^rts the problems that we 
encountered this first year, and outlines the steps we have taken and are 
contiouing to take to improve tbe reconciliation process. A copy of diat paper is 
enclosed. 

The fact that a school has had difficulty in reconciling in no way implies that 
there is any problem with cash management or any suggestion of program abuse. 
In fact, under Direct Loans, the Department has better, more timely dau than 
exists for any other Title FV program and this improved availability of data allows 
us to exert better and more effective controls to prevent and control program 
abuse than has ever been possible in the past. 



6. Please list Department projections (dollar amounts) for annual loan defaults 
for tbe FDSLP and the FFELP for the next ten years. How are these default 
costs figured hito the estimated costs of each program hi the Department's 
budget calculatioas? 

Projected default costs are shown in the following table. (The Department has not 
done estimates for years beyond FY 2(XX).) As noted above, default costs — 
particularly in the early years of Direct Loans — reflect changes in loan volume 
as well as default rates. Increases in loan volume can increase default costs even 
as default rates drop. All default costs are fully reflected in all cost estimates for 
the two programs. 



Default Costs by Fiscal Year 
(In millions of dollars) 



Direct Loans 
FFEL 



19% 
77 
2,500 



1997 
199 
2,815 



1998 
402 
2,836 



1999 
682 
2,807 



?000 

1,026 

2,738 



Please list projected cohort default rates for cohorts entering repayment in 
the FDSLP and the FTELP for each of the next 10 years. 

Because we have tried to be as conservative as possible in developing Department 
cost estimates, we iiave assumed tba FFEL and Direct Loans will have the same 
default rates. Projected rates are shown in the following table. (The Dq»artniem 
has not done '^rnatrni for yean beyond FY 2CO0.) 

FFEL/Direct Loan Cohort Default Rates by Fiscal Year 
(In percent) 

1226 122Z 122S 1222 2£!$a 

14.70 14.66 14.51 14.22 14.47 

What loan volume does the Department project will be covered by hicome 
contingent repayment plans over the next 25 years? 

Our cunent projections assume fliat approximately 17 percent of all Direct Loans 
-- including consolidatiotB from FFEL - will be repaid under income-contingent 
repayment (ICR). This would result in roughly $27.2 billion in loan volume 
under ICR over FY 1996-2000. Because of the volatility of loan volume 
projections, we have not developed estimates for years beyond FY 2000. 



How much doss the Department expect to save by offering income contingent 
repayment in order to prevent loan defaults? How much of the projected 
savings Is due to the carrying of loans to indigent borrowers hi bicome 
sensitive repayment on the books as loans hi good standing (assets)? 

Again, because we have tried to be as conservative as possible in developing 
Department cost estimates, we have assumed that FFEL and Direct Loans will 
have essentially the same default rates. As a result, the only savings currently 
associated with income-contingent repayment (ICR) involve FFEL borrowers who 
are already in default and choose to consolidate into Direct Loans to take 
advantage of ICR. We estimate that such consolidations will save approximately 
$671 million over FY 1996-2000. As we noted in our response to question 1 , the 
accounting treatment of defaults under Direct Loans has no effect on bow the 
costs associated with those defaults are reflected in Department estimates. 



What Is the projected amount of income conthigent loans that will be forgiven 
after 25 years, starttag in 2021 and continuhig for Uie foUowhig 10 years? 

These projections are shown in the following table. 
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Costs AssodaUd whh Loan Forgivenen under Income-Contingent Repayment 
(In millions of doUan) 

mi 2m 2m 2m 2m 2026 2027 2028 2029 203Q 

Direct Loam 13.8 20.7 23.6 25.2 26.9 28.5 30.3 32.1 34.1 36.1 



11. How dots the Department plan to rednce loan defaults in the FDSLP? Why 
does tlie Department expect these steps to be b^ter than FFELP ddiauh- 
reduction plani? 

One of the most excitiiig aspects of the Direct Loan Program is the fact that it 
provides die DcpaitmeK with the tools necessary to conduct an effective default 
prevention program. We are committed to reducing defaults not only to save the 
Government money but to protect borrowers ftxwn being subjected to the stringent 
penalties associated with defaulting on their student loans. 

A small number of borrowers is capable of rqiaying and chooses not to do so, 
and the Department will continue to apply the most severe penalties possible 
against those borrowers. However, all of the recent studies on this topic show 
that the vast majority of borrowers default because they are unable as opposed 
to unwilling to repay their loans. Our goal is to ensure that borrowers are given 
every opportunity to repay their loans and avoid defaults, and the following 
Direct Loans features will allow us to achieve that objective: 

1 . The availability of a number of repayment plan options is key to ensuring that 
borrowers do not default. The Starxiard, Extended and Graduated plans provide 
most borrowers with repayment options that meet their needs. The Income 
Contingent Loan Repayment (ICR) plan ensures that borrowers who wish to can 
repay their loans based on their income. 

2. The Department is in contact with borrowers early in the loan process and that 
contact continues throughout the life of the loan. Our Servicing Center fast 
contacts the borrower when the fust Direct Loan disbursement is made. 
Notifications go out after each disoursement aixJ an ammal statement is sent to the 
borrower summarizing the total amount of the loan, the interest rate and other 
relevant information about the loan. This annual statement is sent out over the life 
of the lean so that the borrower has up-to-date information on his or her loa; 
status. 

3. Comprehensive loan counseling is provided to borrowers both through their 
schools and directiy. The Department prepares and distributes entrance and exit 
counseling materials for borrowers to ensure that they fully understand their 
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rights aad le^nsibilities and to infonn flieni about the loan repayment options 
available to them. Oitr Senrtciog Ccnttt's Borrower Setvicei Staff ii available 
to provide ^wcific taformatloo to bonowera about an aipecti of flieir loans 
iochiding individual aisistance in determining the best repayment plan to meet 
each borrower's financJal and personal situatiott. The Borrower Services Staff 
is also knowledgeable about flie issues surrounding defenneott, forbearances, and 
loan consolidation. Borrowers can contact the Servicing Center by mail or by 
toll-free phone lines. 

4 We provide borrowers with a single entity with which they have to 
communicale over the life of their loan. All of their Direct Loans are held 
together, which means that they never have to worry about whom they have to 
notify if they move, where to send payments or deferment forms, or whom to call 
if they have ai!^ questions or need help. 

5. The Department will know immediately when a payment is late and can 
contact a borrower to find out what fl>e problem is that caused it to be late. More 
importantly, we can offer borrowers other options for getting into a current and 
successful r^yment situation. 

6. Our single motivation is to get students to repay their loans and we will do 
whatever we can to ensure that they do. 

Under the present strucmre of the FFEL program there is not a strong incentive 
for lenders to discourage defaults. As a result, it is possible for a lender to 
conform to all of the due-dUigencc requirements and still faU to make enough of 
a substantive contact to discourage default. 

In addition, lenders are reimbursed by the guarantee agency for defaults at 98 
peicent of the total amoum of the loan. Lenders turn defaulted loans over to 
guarantee agencies. Guaraiaee agencies must perform "due diligence" agam, 
without ever having to actually get in touch with a borrower, before they can 
submit a default clann to the Government and be reimbuised up to 98 percent of 
the amount of the claim they paid to the lender. After that, guarantee agencies 
are free to pursue collection of the defaulted loan and arc able to keep 27 percent 
of all payments they receive. 

The fact is that there is no motivation to prevent defaults in FFELP. On the 
contrary, defaults are virtually no risk to the lender and a revenue source for the 
guarantor. 
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12. How wiU the Department prerent institutions of higlMreducatloa that w 

have been rcmoTed firam federal student loan prograin because of excessively 
high cohort dcfanlt rates from ranainin); in the FDSLP7 

In or der to patticipatc in Direct Loans, a scbooi must be eligible to participate in 
FFELP. 

Sclwois must maintain their eligibility for FFELP even after they tiegin 
participating in Direct Loans. Section 685 .400 of the Direct Loan regulations that 
were published on December 1, 1994 provides that FFELP cohort default rates 
will be calculated and applied to Duect Loan schools up through the final fiill 
year of die school's paiticipatioa in FFELP. For schools partidpating in 1994- 
95, we will be usmg the FY 92, FY 93, and FY 94 FFELP cohort default rales 
to dctenniBC a school's eligibility to continue to patticq>ate in Direct Loans. For 
example, if a scbooi that is participating in Direct Loans m 1994-95 has FFELP 
cohort defuilt rates that are 25 percent or higher for FY 92, FY 93, and FY 94, 
that school will lose its eligibility to participate in both FFELP and Direct Loans. 
Similarly, for the schools that are first participating in Direa Loans in 1995-96, 
we will be looking at their FFELP cohort default rates for FY 92 through FY 95. 
If, m any three consecutive years, the schools have cohort defauk rates of 25 
percent or higher, the schools will lose their FFELP and Direct Loan eligibility. 

Since FFELP cohort defauh rates are not issued until 2 years or longer after the 
fiscal year for which they are calculated (i.e., FY 1994 rates are issued in 19%, 
FY 1995 rates are issued in 1997, etc.) the earliest that any Direct Loan school 
will not be covered by the FFELP cohort default rate is 19%. 

We are going to be publishing regulations by December 1, 1995, to set out the 
calculation of cohort default rates for Direct Loans and establish other 
performance measures that will be used to assess schools' capability, miich the 
same way as FFELP cohort default rates are used. 



13. How will the Department prevent the growth of loan default problems that 
occurred during the 1970s and 19805 from recurring, given that the 
Department has indicated it does not intend to r«i^iM» cohort default rates 
in the future? 

See answers to 11 and 12. 

14. I understand that proprietary mstitutions hare applied In relatively great 
numbers to Join FDSLP. Why is this occurring, and why is there a smaller 
relative representation of non-proflt and pubUc four-year faistitutions applying 
for the FDSLP? 
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Of tbe more thao 3000 pnipriettiy schools in one or more of flie fedcr«l student 
loan progTMits. c«ly abow 750 are p«iticip«ing in Direct Loans in tbe 1995-96 
academic year. This lepieseoB about 50 perccct of aU pirticqwting schoob. but 
only about 15 percent of the loan volume anticipated for 19^96. These 
statistics tou|^ approxima te par tkipation of proprietary institutiona in other 
Title IV programs. In the FFEL progmm, for example, in Fiscal Year 1993 
more ftan 45 percent <rf p»itidp«tii« institutions were proprietaiy schools. It 
does not appear, therefore. Aat proprietary schools are disproportionately 
paiticipating in Direct Leading. 

IS DoyoubdkTethattheclladiiatioaof defauttratecakulatioBsfaitheFDSLP 
b attracting proprietary inititntioos or other schoob that are doing a poor 

Job of edncadng their students? If so, why? If not, why wouldn't such 
scbook wast ts join tlw FDSLP? 

First, as described m flr answers to questions 11 and 12, the Dt^wtment is not 
eliminating default rates in the Direct Loan ptxjgram. Second, only schools that 
meet the legislative criteria for eUgibUity for Title IV student financial assistance 
programs can participle in Direct Lending; there are no separate eligibUity 
criteria for schooU participating in Direct Loans. From our perspective, default 
rates have been an effective tool for eliminating schools that do 'a poor job of 
educating their students." The Department is committed to the full 
implementation of the wide array of default management and program integrity 
tools created by the Congress. The focus and direction of the Department's 
efforts remain the pursuit of the highest possible standards of program and 
systemic integrity. 

16 How m^ny histitutlons have been accepted fato the FDSLP that have cohort 
default rates of 25 percent or hl^^ to either of the past two cohort years? 

In total, there arc 240 schooU participating m Direct Loans that have cohort 
default rates of 25 percent or higher for one of the two most reccm years for 
which default rates have been calculated. 

17 Do you expect to require any Institutions to enter the FDSLP in order to 
guarantee a reasonable representation of schools, as authorized by Section 
453 (h)(2)(B) of the H!^ Education Act of 1965? If so, how many of which 
type? 

Under current law, which provides schools with an opportunity to choose to 
participate in Direct Loans, we would not require any school to join the Program. 
Under the President's plan, however, which is designed to maximize cost savings 
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in student fuuncial aid, we would require schools repteseating 80 percent of the 
student loan vohune to participate io 1996-97 and all schools would be icquired 
to participate in 1997-98. 



Of the 520 new employees that the Department has indicated it plans to 
assiga to the administratioa of the FD^LP, how many wiB be aarigned to 
monitor the Integrity of the system, especially the criteria outHoe In Title IV, 
Part H, Subpart 3 of the Higher Educatkm Act of 1965? 

As indicated in Question 3, all SFAP employees will be familiar with the FDSLP. 
Persons filling the 488 central and regional office positkms located in the 
Institutional Participation and Oversight Service (IPOS) have Oie gatekeq)ing and 
monitoring responsibilities with regard to the Title IV programs, including the 
FDSLP. Oversight of the eligibility and certification fimctions listed in Part H, 
Subpart 3 of the Higher Education Act of 1965 is the responsibility of 61 
individuals. They determine institutional eligibility to participate and 
administrative responsibility and finaocial capability for certification and 
recertification; make determinations regarding provisional certification and posting 
of surety; and process requests for changes in ownership, and for additional 
branches and locations. Another 292 positions, most of which reside in the 
regional offices, are responsible for carrying out the on-site program review 
functions of participating institutions also mentioned in Part H, Subpart 3. 

These 353 positions are functionally responsible for eligibility certification and 
on-site program reviews for all Title IV programs. Of the 314 Direct Loan 
positions in FY 95, SO IPOS positions are charged to the Direct Loan account. 
This represents 25% of the total staff for these specific functions. 

The current plans include an estimated 520 PTE ceiling. The Department will 
be reviev'ing this need in an ongoing fashion. It is anticipated that this number 
will be reduced upon further implementation of the program. 

V/hat steps are being taken to ensure thai the employees assigned to the 
FDSLP are aware of their responsibilities to enforce educatioiuil and financial 
standards? 

Within the IPOS, approximately 100 new instimtional reviewers hired in the 
regional offices over the last year have participated in a comprehensive, multi- 
faceted training program to prepare them to carry out compliance reviews 
effectively and efficiently. All have received two weeks of training in orientation 
to the Student Financial Assistance Programs organization and functions and in 
the major legislative and regulatory requirements of the programs themselves; and 
two weeks of training on the specific skills needed to conduct program reviews. 

10 
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All participated during the week of April 10-14 in a final training session to 
review and extend their knowledge in most difficalt revKWjttoa. In 
addition, the new reviewers have participrted in two one-week dtetoOttgtii t»o 
differei* types of postsccondary institutions, to help them undastrnd the 
.dministtation of the programs at the achool kvel. Each paitidptfedm two 
program reviews scheduled specifically as tiafaing reviews for ttrm; and most 
have participated in several other progjam reviews as weU. sometmcs as 
members of the concentrated team reviews. Additionally, they have particn»ied 
in regional-office initiated briefings and training sessions on specifk: topics. Tlus 
comprehensive program has provided a thorough oriemation and submHSion in 
all the knowledge and skill areas needed to pcifonn their jobs. An additional 
benefit of this training program is Aat it has ensured greater consistency among 
the regions in their methods of conducting and closing program reviews. 

Awareness of responsibilities with regard to the FDSLP will also follow as a 
result of interaction among offices, updated policy and procedural gmdance. a 
revised Program Review Guide, coordination with other enforcement 
organizations (such as OIG). and revised job evaluation agreements. 

For the Client Account Managers (CAMs). we are taking a three-pronged 
approach to ensure that they are aware of the Department's educational and 
financial standards and that those standards are upheld. 

Our staff has undergone a comprehensive training program so ttat they 
understand how the fmancial aid programs arc supposed to operate. The Account 
Managers' training included the following: 

one week of general Title IV student aid training; 

one week of lectures from the Direct Loan Task Force and the servicer; 

one or two week extemship with a Year One Direct Loan school 
[depending on the employee's Student Financial Assistance (SFA) 
knowledge]; 

over a week's training from representatives from Year One schools, which 
covered the loan process from the school's perspective; 

one week of hands-on computer training from NCS on the Direct Loan 
software; 

two weeks of classroom training from the servicer; and, 
one week of internship with the servicer. 

11 
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As part of their prescntttions, the trainers covered what is pcnnissible and 
aUowablc. Tothatcal. wcarecoonlinatjiij wifiiothei HQcompooeitetoetisu^ 
that problematic situatkms are n)propriat"^y bandied, carefully balancing dte 
Department's oversight and assistance tw possibilities. We fwrned a task gnxjp 
coiqi>rising bodi die oveiklght and Diiea Lota assistance stafft to establish 
unifonn procedures covering how we will leqwnsibly deal with compliance 
issues. Our CAM Procedures Gtiide (currently m draft) will connnunicate bow 
instances of non-compliance should be handled. We are also cooidinating with 
dqwrtmcntal policy and systems units to ensure that we are providing feedback 
on opetatiaas that coukl be in^mved. 

We are also ettablishfajg an haemal comnninications system to ensure that needed 
information is quickly and efficieittly disscmmated to aU Direct Loan components 

and contractors via weekly conference calls, the SPA Bulletin BoMd, a Questions 
& Answer database tracking system, and regular mailings. 

Could you outline how the Ofllce of die Inqwctor General wfll hiteract with 
the FDSLP and with the employees assigned to administer FDSLP? How 
many employees of the Inqjokor General's office wiU be anisied to 
moQitoring of the FDSLP? What steps win the Inspector General's office 
take to ensure that waste and fhiud do not tacrease? What steps have 
already been taken, and what has been their result? 

The Office of Inspector General (OIO) is established to function independenUy 
from the Department of Education in overseeing the effectiveness of departmental 
programs and <^)erations. While maintaining its independence, the OIG plans to 
continue working closely with the Department by providing advice and assistance 
m the design and implemenution of the FDSLP to help ensure effective program 
operations. Ftirther, the OIG has identified the FDSLP as a high priority area in 
thetf recently-issued Stratejic Plan and in their 1995-96 Integrated Woric Plan. 
The enclosed copies of these documents provkle details regaiding specific areas 
the OIG will fowis on m the coming months. 

Because of the nature of their duties, GIG personnel are not assigned on a 
program-qjecific basis. Therefore, it is difTicult to estimate the numbers of 
employees that will address FDSLP issues. In recent years, OIG has dedicated 
up to 70 percent of its available resources to studem aid programs administered 
by the Department. 

To date. OIG staff h ? participated as advisors m the FDSLP systems 
development to f ^In em .re the existence of proper front end controls for the 
program. Staff I . also reviewed FDSLP regulations prior to their issuao* as 
final rules, and ht. . performed pre-award audits oC FDSLP contracts to ensure 
proper pricing of contract activities. 
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On March 17. 1995, the OIG issued the first financial sutement audit of the 
FDSLP as required by the Chief Financial Officers (CFO) Act of 1990. This 
audit was conducted under contract by UKW. an independent CPA fum. The 
OIG moaitoted the progress of the audit, reviewed supporting work papers and 
performed other procedures to ensure compliaire with the CFO Act. A copy of 
the audit is enclosed for your review. 
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VANDERBILT UNIVERSITY 

mW NASHVILLE. TENNESSEE 372<0 T 1 1 E f h o n l ( 6 M ] ) 2 2 • » 3 3 J 



F*ruary 21. 1995 



Tbe Hooonble Bait Gordon 
U.S. House of Reisesenativn 
2201 Raybum House Office Building 
Washinftoo, D.C. 20S1S 

Dear Congretsman Ootdon: 

Two years ago I wrote to Secretary Riky (copy of May 21, 1993 letter is enclosed) 
expressing VandeiUU't coocem about the administration's proposal for direct lending of 
student loons. At that time, we unsuccessfully urged the administration to rely more heavily 
on your proposals for cost savings in the student loan program and to slow down the effort to 
force a rapid and total transition to an untested, unproven direct lending program. 

Unfortunately, nothing has happened in the last two years either to alleviate our 
coocem about direct lending or to diminish our confidence in the continued ability of the 
guaranteed student loan program to meet the needs of our students. Accordingly, we 
welcomed news of your bill to cap direct lending at 40 percent and prohibit the Department 
of Education from forcing patticipatioa. 

As you know, Vandeibilt is aiiKxig those universities that have elected not to 
participate in the direct lending program. We have developed ooopmtive and highly 
effideat relationships with a number of banks and have developed processes that make both 
the applicatioa procedure for students and the delivery of fimds from lenders more than 
satisfoctory, and we know that the system works. This, coupled with those of your cost 
saving proposals that were adopted in 1993, combine to support the view that direct lending 
should be capped and the experience and resulu measured before deciding whether to extend 
the program further. 

I would also like to comment on two other proposals. One is tbe idea of eliminating 
the in-school interest exemption for student loans. This would be a difficult additional 
burden, especially for those students who are planning to attend graduate school. The 
predictable result will be that students need to borrow additional amounts to pay interest 
while they arc in school, thus increasing their debt burden and the likely period of 



We are concerned that for some studenu this increased debt burden would be 
sufficient to cause them to decide against grwluate school, paiticulariy in fields such as 
reteaicfa and teaching, whete the salary potential is limited. And yet, these are precisely tbe 



repayment. 
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Congressman Gordon 
Febiiiary 21, 1995 

fieW, that «« so critical to the abUity of this country to continue to regenerate fte ^«Ue^ 
Srtftat wiU preserve its competitiveness. We already, for example are seemg staUsdcs 
STSowW fotWcorporatioos employing researchers a majority of those onployed m 
Slnl^^v? ^ for^Iwtionals. reflecting the diminished avaJabUrty of American 
citizens for these important jobs. 

Lastlv I would like to comment in support of the President's proposal for a tuition 
deduction fcw'the parents of students, as weU as for the proposals from both parties that 
Sd 2w ac^retirement savings acco-mts for the payment o turtion^ Both of these 
Z ^cTZ^u^ we beUeve would, over time, enhance the abihty of students of 
average means to attend the university of their choice. 

Thank you very much for your ongoing effort to increase access to coUege and 
university edu«>tion. and at the same time take into account the interest of t«payers. 
Students are the ones who wiU truly benefit from your advocacy, both now and m the years 



to come. 



Sincerely. 



Jeff Carr 

Vice-chancellor for University 
Relations and General Counsel 



JC/ap 
Enclosure 

cc: Chancellor Wyan 
Provost Burish 
Mr. Mohning 
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VANDERBILT UNIVERSITY 

NASHVILLE. TENNESSEE iriiO 



TdtrHOSI (till JJS.TJll 



Hay 21, 1993 



The Honorable Richard Riley 
Secretary 

U. S. Department of Education 
400 Maryland Avenue, S.W. 
Washington, D.C. 20202 

Dear Secretary Riley, 

I appreciated the opportunity last week to meet with Acting 
Assistant Secretary Maureen McLaughlin and Assistant Secretary 
Designate David Longanecker . We recognize the theoretical 
potential for savings in President Clinton's direct lendina 
proposal, ^ 

While in Washington I also met with Congressman Bart Gordon 
a member of our Tennessee delegation. Mr. Gordon concurs that the 
current student loan system is too costly, but has raised 
questions, which we share, about the direct lending proposal. 

These meetings, together with further discussion with David 
Mohning, Vanderbilt's Director of Student Financial Aid, lead me to 
believe that there is substantial agreement in principle on the 
objectives of student loan reform. We all start from the premises 
that accessibility of funds and service to student borrowers are 
critically important criteria, and that savings in the current 
programs must be effected and in a way that does not disadvantage 
students. Aiid, I believe that there is some agreement on the point 
that beginning a direct lending program on a limited basis will 
provide valuable instruction critically necessary for the 
evaluation of larger scale implementation. The pilot program 
approved by the Congress last year would offer that opportunity. 
Enough questions remain unanswered about the administration of a 
direct lending program that a pilot must be utilized. 

Accordingly, I urge that consideration be given to modifying 
the Administration's proposal in a way that would respond to 
questions and concerns raised in the Congress and elsewhere such 
that full implementation of direct lending is presented as an 




, , . . — — being 

developed by Congressman Gordon could be enacted in the current 
student loan programs. This approach would allow both for the 
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Secretary Riley 
May 21, 1993 
Page 2 



benefit of actual experience in designing the details of a more 
coBorehensive direct lending prograa and provide for a transition 
and period of adjustment. And, of course, it would leave a 
workable option for an alternative to direct lending if the pilot 
program demonstrated unexpected or insurmountable problems. 

Among our concerns about direct lending is whether the 
estimated savings and administrative expenses of a direct lending 
program have been accurately assessed. Conflicting estimates are 
being offered by private sources and even by sources within the 
federal government. A trial of the program through the pilot would 
help demonstrate the actual cost-effectiveness of direct lending. 
A related question is whether the federal government can administer 
a direct loan program as efficiently as can the private lenders 
presently involved with student loans. Finally, there "mains 
great concern about creating new entitlements at a time when the 
national debt weighs so heavily in the public mind. 

An equally compelling reason to assess the proposal through a 
pilot is the stake which post-secondary students have m any change 
which would so areatly affect them. We must insure that change 
does not unexpectedly and adversely affect the level and quality of 
loan service available to students. The experience to be gained 
through a pilot program embodying the Clinton proposals will 
demonstrate how direct lending can be administered most effectively 
and efficiently. 

pending larger scale implementation of direct lending, much 
could be done to reduce costs in the current system of federally 
guaranteed loans. Mr. Gordon is proposing several measures which 
are estimated to reduce annual costs by about 4.3 billion dollars. 
He advocates, for instance, reducing the interest rate subsidy to 
lenders from the 91-day Treasury bill rate plus 3.1 percent to T- 
Bill plus 2.6 percent. Further, he favors reducing the 
administrative cost. allowance to loan guarantors from 1 percent to 
0.5 percent. He also proposes that the risk of loan default be 
shared to a greater extent by loan guarantors and by aallie Mae 
through a restructuring of the default reimbursement rates. 
Similar proposals have been endorsed by private lender group? who 
indicate a willingness to assume greater risk and responsibility m 
the present system. 

We appreciate the potential which direct lending offers as 
part of President Clinton's deficit reduction program, but would 
laution against full implementation before a pilot can address the 
issues raised above. At the same time, however, reform of the 
current system is an interim goal which can contribute to the cost 
savings sought by all parties. 
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Secretary Riley 
May 21, 1993 
Page 3 



Your leadership on this issue is nuch respected by those of us 
in colleges and universities across the nation, and of greatest 
inportance to the students whom we serve. greatest 



Sincerely, 



Jeff carr 

Vice-chancellor for University 
Relatio'- 5 and General Counsel 



Chancellor Wyatt 
Congressman Bart Gordon 
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'AM 12 Apnl 199S 



The Honorable Bart Gordon 
United States House of Representatives 
2201 Raybum Building 
Washington. D. r. 205 i 5-4206 

Dear Congressman Gordon: 

As President Keohane is away from the campus, your recent letter concerning direct 
lending has been referred to me. A number of the issues you raise about <!f«i«n*i>gwere 

in testimony presented by fm. BeWin, the director of finarjaal a>d at Duke, brfore the 
Senate Sub-Committee on Education. Arts and Humanities a few weeks ago. Tm pleased to 
enclose a copy of Mr. Belvin's testimony. 

Please know that we very much appreciate the leadership you and several of your 
coUeagues in Congress are providing to ensure that students who need financial "^^cr to 
wLehave ready access to it. I hope we can count as well on your support for preservation of 
the uf-school interest subsidy and the campus-based aid programs, which we beheve «««MPOrt«>t 
W maintaining the principle of access for young people to attend college, and for our ««ety to 
^ftom their fall pakicipation as productive citizens in our democ^cy. ^V'^^^^"' 
served cur nation well by ensuring that college attendance is not reserved only for the wealthy, 
ind we believe both the in-school interest subsidy and campus-based aid programs represent an 
investment in the future productivity of our work force and in the quality of peoples Irves. 



With best regards. 



Cordially,^-, 



JoHn F. Bumess 



enclosure 



James A. Bclvin, Jr. 
Nannerl O. Keohane 
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SENATE COMMTTTEE 
ON 

EDUCATION, ARTS & HUMANITIES 
MARCH30,1995 
OVERSIGHT HEARINGS ON DIRECT LENDING 



JaMct A.BcMa, Jr. 
DirKtor ornuBdal Aid 
Duk* Uaivcnity 
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Good Monting— My name it Jim Bdvin and I «m the Director Of Hxiandal Aid 
at IXilw Ifohwrrity in I>shiin. ^teth Cuo&w. I have had the pii^ 
needy Duke students and their funlUes for almost twenty yean and an opportunity to 
examine financial aid from both a local and national peispective. 

I am {leased to have the opportunity to paitie^te in this coounittee't 
important discutaon abottt the stiulent loan programs on which nudents at -Duke 1 . 
and aitnmd the coimtry iiu3ea«ing^ dcpeiid The. fiiundal pannership of federal, 
tute, institutional and private providers formed many yean ajo hat irude coUege-. ,- 
attendaitce possible for milUom of Americans during the last thirty years. Before - 
directing my attention spcdfically to the issue of federal loans, I would like . to take 
this opportimity to r'lug federal Title IV aid programs. UiJike many government 
programs, federal work, grant, and loan programs require matching funds, limit each 
participant's period of eligibility, and require monitored progress towards a specified 
goal The result is a j rtnenhip that works. This partnership helps make possible the 
education of our leaden, improves quality of life for our people, and ultimately 
returns far more doUan to the federal treasury in the form of increased taxes 
generated by higher incomes of college graduates. A careful examination reveals that 
Title IV federal funds represent an exceptional investment for our security and result 
in a *bootstrap" program that makes an enormous difference in the lives of young 
people. That is the end of my plug. 

Financial aid has changed a great deal during my yean at Duke. 1 entered the 



344 



aid businm owo years before Ccngress passed the Middle Income Assistance Act 
knowi\ duiing its rather brief tenure as MISSA. Federal •iq>poR of hi^er education 
fiitai\cial aid program* has dunged drastically duditg the ii\tervening years. When I 
entered the fitxatwdal aid profestion the watch wocds were "chcdce* and 'access*. Aid 
was intended to provide capable studenu with access to higher education and a 
choice of institutions. Congress and otir coUq^es and universities shared a 
commitment that students should have the oppoiturtity to attend the tdiool that 
provided them with the opportuni^ to. as the Army now says in its ads, *Be all you 
can be.* Duke University is one of a declinir\g number of institutions that remain 
committed to the proposition that aiiility to p^ slKHild. not be a tniiier for capable 
students to enroll in the college of their choice. In this regard, Duke University 
admits students based on an assessment of their academic potential and ability to 
contribute to the educational experience of their fellow students and the university, 
regardless of their aUlity to pay our tuition and fees. Once our students are selected, 
EHike commits to meet 100 percent of thdr demonstrated financial need during the 
fotu: years of thdr enrollment This commitment i-. made in addition to, or perhaps in 
spite of, the foa tlut Ijecause our tuition rates represent only sU^tly more than one- 
half of the aaual cost of attendance, we are effectively offering every enrolled student 
a scholarship equal to the diHerenoe between tuition and the real cost of that 
education wiUch Duke provides from If. endowi.-tcnt, gifts from alumni, foundations, 
and other sources, induding alumni, virho believe that today's young people should 
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n« be denied the opportunity to aaess a l>ikc edJicatior w 
weabhy. 

Duke Univetatyi continuing commitment to *aa» Uied on academic rather 
than financial criteria U extraocdiittty for two reasoiM, one obviou* and one not »o 
obwioua. The obviout reason U cost— mote than a decade of dccreaaea in real doUar 
federal support coml)ine» with the lncrea»ing price of the technology and persomtd 
costs that drive hi^er education's expenses, to make Bnandal aid our fastest growing 
institutional budget itcm~at a rate that vastly exceeds the rate of tuition increase over 
the same time period. The second, and ka» obvious, reason reUtcs to a different kind 
of need— Duke's ability to fill its class doe* not depend upon my office. Frankly, the 
Unhrasity could eliminate my office and enroll a very bti^t class year after year, 
consisting entirely of studenu who couW afford to pay hill tuiUon. We could save our 
resources and invest them m improved faculty salaries, enhancements to technology 
that is vital to education and research, expansion of our Ubracty, etc But enrolling a 
student body conasting exclusively of bright, well-to-do students is not our goal. 
Fmandal aid at Duke Unhwslty serves one purpose— it makes it possible for students 
to coTMder the excellent academic programs we ofifcr without reference to their 
families' firundal dixrumstances. This commitment to economic divcitity allows r>uke 
to enroU a student body that Is among the counti/i most acadenUcally talented and 
economically diverse. This economic dhraJty has helped create a sodal, geographical, 
and racial diversity that guarantees that the educational process to which our students 
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*n eqxMed oontinues both In aitd out of the dassroom. It is an education that 
benefitt all of our ttudmt*— legaidktt of need— and ooct let* than attendance at 
a leading pubUc univcnity. 

I>nlti{ the 1995-96 acadendc )nEar. Duke IMvenlQr win ipend in exce*» of 
21.5 niQian intdtutional grant doUan to suppon student* vrtw need financial aid. 
Thi» rcpre«entt an increa*e of 434 percent over the 4.9S nuIBon we ipent in T9g5>-S6. 
(Over that came time period our tuition inxaeaaed by 236 percent:)'.:Aithoa^ we 
have made this substantial and continuing commitment to our students; loan* from ' 
the federal govemment and other sources have become an increasingly important part 
of the aid program by which our students are supported. Duke sttKlents this year 
graduated with an avencge student loan debt of $1 1 ,000. While this is relatively small 
by some standards, loans represent an important component of our student aid 
program. Even with Dulce's considerTi>le investment in financial aid, our students 
depend on student loans to help afford attendance at our univenity. Moreover, 
Congress's recent expansion of the Parent Loan for Undergraduate Stu<?inu or PLUS 
program and the creation of the Unsubsldized Student Loan program that is available 
to all students has made student loans important to all of our studenu, regardless of 
their need. 

Duke Univendty lu* watched the debate surrounding Direct Student IXMn* 
with great interest because we know that federal loan programs, when coupled with 
funds wc can provide, make it possible for us to cnroU students of all financial 
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badcgrounds. Thij*. ours has not been a di*paitioru(te interest. Instead it is a rather 
passionate interest \^nthout a steady, depetulable, aiid timdy flow of loan fut>ds. we 
believe Urge numbers of our ttudcnu would be denied the choice to continue their 
educations at our university. 

We are long-time partidpanu in FFEL loan programs, lending to Duke 
students throu^ all of iu various iterations: FISl, GSL, and ttow Stafibrd loans. 
Althou^ we did tK>t participate in the Federal Income Contingent Loan program, we 
did pioneer our own such program, now discontinued, in the mid-seventies. Likewise 
we created an unsubsidized iiutitutional loan program, still in place, that is directed 
to middle-income students incBg^ble for subsidized Sta^rd Loans. I outline our 
efforts in this area simply to underline our commitment to student loan programs. 
We understand the critical nature of tiUs important resource and have tried to be 
innovative in our thiivking. 

With the needs of our students in nund, we have very carefuliy cotxsidered the 
Direct Student Loan Program Frankly, we were IrUtially intrigued by iu promise to 
offer much of wiut we believe our students need — easily accessible capita], 
streamlined application procedures, rapid application approval, etc Although we 
considered applying to be a Year-One direa lending school, we decided not to do so 
for four reax>ns: concerns about the Department of Edtication's ability to manage 
such a program; concerns about the potential burdeiu that would be traz\sfered to 
Ouke Uruversity, a concern about increased liability, and perhaps most important. 
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our general satisftaion with our current lending piogiam. Please allow me to 
elaborate on each issue: 

I) Our studeau depend on the timely ana cCBdent processing of their loan 
applications. The Dqnrtment's long-standij^ difSoilty in meeting both deadlines 
and administrative cxmunitmenu is sadh that we did not fieel that Direa Lending ' 
would provide a timely and dependable vehide for our students' needs. In this legaid, 
my greatest concern was and is for the Dq>artmcnfs long-tom abifi^ to siq>pott this 
program. While I uiuierstand that they have been successful in supporting a very 
limited number of schools, I wony that fiill Implementation may reveal many of the 
administrative difficulties that have for so long plagued the Department's 
stewardship of Title IV programs. Simply put. thane is too much at stake, in my 
judgemtnt. to rely on the bureaucracy in the Department to implement a new muki- 
billion dollar program successfully when its track record has been such a problem. A 
more judicious, phased-in approach will enable us to test that capability without 
putting in pctcntial jeopardy the futures of young people who need these funds to 
attend college. The fact that a large percentage of public and private schools have 
resitted the pressure to sign up for Direct Lending suggests, I believe, that this 
concern is widespread. 

2) Althou^ Duke University U, as I noted earlier, committed to need-blind 
admiirions and to meeting 100% of each students demonstrated need, there is but so 
much money available to support financial aid. Operating the Direct Lending 
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Program <mcampwwbukl involve the addSdon of at leatt one new *ta£f member. In 
a time when we are nnigg^ing to tudd down tuitian~our 4.9 penznt tuition increase 
this year was the lowest in 25 yean— increased operating cosu would lead to 
increased pressures on tuition or reductions in financial aid. Neither option is 
acceptable. 

' 3) Under our onzcnt processing system our liabill^ is Bmited. Handling aO 
loan prooessing on campus woidd significantly increase institutional Bability. 

4) The current FFELP Rogram is very supportive of our students. Our abiB^ 
to *taice our business elsewhere* and to use the competitive marketplace has provided 
us w^th a powetfiil tool, a tnol that we have used to the advantage of our students. 
When our students have problems with their loans, our lenders are responsive and 
eager to be helpful Private sector lenders have also been very responsive to our ideas. 

Although Direct Lending is largely an untried concept, wc welcome its entrance 
into the maricet place. The presence of Direct Lending has deazfy improved the 
performance of the private sector. Frai\kly, I would submit that the continuing 
presence of private lender* strug^g to retain their markets has been good for the 
Direct Loan program. The competition has certainly been good for both studenu and 
institutions. Administrative oosu have been reduced arul studenu have saved money. 
Examples abound and include SALUE MAJ?« Great Rewards program, Nellie Mae's 
Pay Back program—and wfutever else is currently on the drawing boards in the 
private sector, and, I am sure, the Department of }-ducatlon. 
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OOMMONLINE. the new prodiia created jointly by USAGROUP and 
SALLIEMAE U, pethapt, the be*t example of the matket responding to the needs of 
student* and iiutituUon*. This innovative new approadt to lending improves on 
Direct Lcntflng by removing most of the adminixtxstive ourden and expense from 
am.puses without increasing institutional liabifi^. Ditea Lending, for ocampie. 
would have required us to add at least one position in the aid office; COMMONLINE 
will allow us to eliminate at least oi>c portion. As one .who paitidpated in the 
development of CX}MMONIIN£, I can tell you that it is an excellent example of the 
opportunity institutions have to influence the private sector. Duke has agreed to 
become a beu test site for CX>MMONUN£ beginning this spring. Following our 
determination of a student's eligibility, all loan processing and the aaual electronic 
transfer of funds to the botrower's student campus account will be handled exdu^vely 
through COMMONLINE. The savings' that institutiotts realize throu^ this 
"paperless" loan processing system win now be available to help reduce the cost 
pressure that drives the rate of tuition growth and to continue campus aid programs 
now jeopardized by increasing costs. It will also substantially reduce the time iietween 
the student's application aiul actual receipt of loan funds. 

/Vdvocatcs on each side of the student loan debate probably hope that their 
particular program will prevail — that the competition will b>c climirtatcd through 
Congressional fiat or Department of Education action I take the position iluit it is 
far too early to determine wWdi program Is most e^lective. While I am a dear 
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advo<ate of the tong tandSng tending pMtneHhip betwtm 
tccton because h hat tetved ttudenu well. Dfarea Len<Ung pimddes a bir ^ 
best to letvc studcnu' lending needs In the future. The key . of coune. U to bwuie 
that the tefi U Wr, that the playing fidd if leva nnie Conjjretrt ori^nal deeW 
establishing a Krett Lending pilot propam was wise and Judidous. I ask that you 
sustain that oii^nal decision and alkw the pik>t program to proceed to iu ctigMb^ 
scheduled oondtttion so the resulu can be bltly evaluated. Such, an approach vrfll best 
serve the needs of our coutttiy and the interetu of otir future leaders and their 
families. 

I appreciate having had the <^>portunity to appear before you today and vwll be 
pleased to answer any questions you have. 
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iPECKERD 
11 COLLEGE 

P.O. Box 12560 

St. Petenburi.FL 33733 

813/«64.«33l 

April 7, 1995 



Honorable Bart Gordon 
U.S. House of Representatives 
2201 Rayburn Building 
Washington, DC 20515-4206 

Daar Congressaan: 

Your request for coutents from financial aid practitioners 
concerning direct lending is greatly appreciated. 

These coiments are stated from the personal viewpoint of the 
director of financial aid. It is uncertain whether these comments 
represent the administration of our institution. Your three 
questions are answered below. 

1. What is your position on direct lending and the reasons for your 
position? 

There are a number of concerns in relation to direct lending. Some 
are noted below: 

a. If 8000 educational institutions, or even 4000 educational 
institutions, were signed with direct lending, would the 
service to the educational institutions be satisfactory? More 
importantly, would the service to the many borrowers paying 
back their loans bo satisfactory? One may wonder whether the 
Department of Education could keep each borrower's loans 
combined and not split among servicers, and whether all 
parties concerned could be adequately servibed. 

b. If direct lending were the primary loan program, would the 
federal government in the long run provide unlimited funds for 
student loans to help our future students? One wonders, 
considering the high deficits the government is facing, 
whether a move might be made to limit funds. Limited loan 
funds would oniy mean additional deficits in future years from 
the lack of an educated populace. 

c. Do all the repayment programs of direct lending help the 
borrower? One could wonder whether some actually are a 
disservice to the borrower. 



Rr:iUd by Cfrvrnanl to Thr Prnbyumn Church il S.A I 
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i^ECKERD 
laCCXLEGE 



P.O.Box 12560 
St.Pctcrtburs.FL }}?}} 
813/864-8JJ1 

2. How do you feel about mandatory participation in direct 
lending? 

schools should be given a choice, and an P"°^ 
prograa with a sufficient track record should permit inforaed 
decisions. 

3 Are vou satisfied with the service your school and students 
receive under the Family Education Loan Program and how do you 
believe it could be improved? 

I am basically satisfied with the service our school and 
students are receiving under the Federal Family Education Loan 
program (FFELP) , but do feel that some improvements could be 
made to enhance that service. 

a The borrowers need a longer standard payback period than 
the ten years for higher accumulated debts. Graduates in 
recent years have found the job market flat, and others have 
chosen careers for which the pay will always be minimal. A 
longer standard payback period would be a great benefit to our 
borrowers. 

b Repayment programs offering needed borrower flexibility 
should be the same for both direct lending and the FFELP. 
Furthermore, these repayment programs should be reviawed to 
insure that they do benefit the borrower in the long run. 

c All loans for one borrower should be required to be 
combined and treatad as one. Even when the school is careful 
to keep the student with the same lender and guarantor, we 
find that the loan can still be split to two different 
servicing centers. Servicing in the borrowers payback stage 
is far more important than how fast a student can receive loan 
funds. 

Again, we are particularly appreciative of your invitation to 
clmme^t concerning direct lending. Thank you for your effort in 
reviewing all the comments that you receive. 

Sincerely , 

Margaret W. Morris 
Director of Financial Aid 
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1701 S. BnMdny • PWrtiuio. KS S67«2-7S4« . 31«23S4100 • FAX ^1W23^7S1$ 



OffiMOttiMPrMldWII 



January 27, 1995 



Congresswin Ullllaa Goodllng 
230 Ford House 0. 8. 
Washington, OC 20515 



Congressatn Bart Gordon 
103 Cannon House 0. B. 
Washington, DC 2051S 



Dear Congressaan Goodling and CongressMn Gordon: 

We understand that you are co-sponsors of legislation that will contain the 
following prlnary provisions. 

1. Cap direct lending voluae at 40 percent allowing schools that have 
already been selected to participate In the prograi but confining the 
experiaent to those Institutions while the prograa is tested. 

2. Mandate the use of FAFSA as the sole application for all federal 
student aid prograas, including FFELP. 

3. Exercise oversight over government spending on direct lending to 
determine its actual costs and savings. Congress luy also nove to 
amend the Credit Refonn Act to include all of the federal 
administrative costs associated with the progran. 

We caution you to go slow with this change to direct lending, because the 
Stafford Loan program is woricing well. We have an excellent contact systea with 
graduates for repayaent, and we are concerned that we will lose this counseling 
effort yet receive blaae if default occurs. We appreciate your consideration of 
a very integral part of our financial aid prograa. 

If you need further inforaation, please let us Icnow. 



Donald W. Wilson 
President 



dja 

cc: Senator Bob Dole 

Senator Nancy Kassebaua 
Congressman Saa Brownbacic 
Congresswoaan Jan Meyers 
Congressaan Pat Roberts 
Congressaan Todd Tiahrt 
Mr. Ron Hopldns 




Sincerely 
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omccaTtticPKiiiteM 
4«00S<ra(iAMnue 
irnMrapoB^ noMra 4DAn 
3)7/30-9900 



Juioaiy 19, 1995 



Ooasmsmm Ooodttoi 
^OKKdBime Office BiriVBos 
WiiUngUii.D.C 30S1S 

Dwr OoBtHJiMi— OoodBnc 

iintewiywidiitnckatOniiicUMpnMpsnit. libmanyof inycoUetgues,Ihave 
tiixxn iciemtioos tboM wisdom oA prosim iliit «m 

is ibetdy too iattuive. 

It U hsrd to coixeh« of apptyint « lecji "TOot Pragcm' to kxix^^ 
ihnott hslf of the rdev«m Mtf>er ed»ic«tionil Uutitntioos of the nsiioo. Itisevenmote 
dit5cdt to tecoodk the oqKssed coocem ibe welEm of our students «^ 
of'SPRBs.' TlieoodgdeiiccttelfaePei wliu e m ofHducsttoowlUbetmotcefScieot 
provider of setvk;es thta the pdvaie sector invah«s « ditScuU Ieq> of bUh, wbich is made 
ooiy iDore difiBe«dt I9 oor R^MCtAd cofKJcni for ibe fedend defidt wiiicb the Diiea 
Leading program wul surely exacertiate. 

I wish you the very best of tuck in your endexvcr tnd express tbe sincere tlumks of our 
usivenity fat your level-beaded concern to biiaging some meaning to the words, 'Pilot 
Program.' At ifae moment, ooebas to wooder if the pilots in this program are all ^>ace 
cadettt 




;y Bannister 

Congressman Ban Gcrdoo 
Senator Dick Lugar 
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Purdue University 



Steven C. Beering 
President 



>nuar>' 18, 1995 



Representative William Goodling 
Attn; Ms. Sally Stroup 
230 Ford House Office Building 
Washington, DC 20313 

Representative Ban Gordon 
Attn: Mr. Harrison Wadsworth 
103 Cannon House Office Building 
Washington, DC 20313 

Dear Congressmen Goodling and Gordon, 

On behalf of Purdue University, 1 applaud your co-sponsotship of a bill lo limit direct 
lending to forty percent of all volume. 

Purdue University enrolls over 63,000 students, and Title IV program awards exceed 
S50 million annually. For many reasons we would prefer not to have to "staff up* to become a 
loan and collection agency. In the past, we have supported the use of a demonstration program 
to test the direct lending concept. We continue to favor the current public/pnvate partnership 
arrangements. 

Thank you very much for assuming leadership in this important area. 

Sincerely. 



125 



toai Hovoc Hall, Room 200 • West t-ArAvcrrc, IN 47»07>io3t • <3t7> 494>ft70e 
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OKLAHOMA STATE REGENTS FOR HIGHER EDUCATION 



January 27, 1995 

Stat* Capitol Complex 

500 Education Building 
Otdahoma City, Otdahoma 
7310&4500 



The Honorable Bart Gordon 

United SUtea House of Representatives 

2201 Baybum Office Building 

Washington, D.C. 20515 r.-,.^ ^ 

Dear Congressman Gordon: 

Thank you very much for co-sponsoring the " Student Loan Evaluation and SUbilization Act" 
with Congressman GoodUng. This legislation will enable Congress to make a genuine 
comparison of the Direct Loan Program and the Federal Family Education Loan Programs 
(FFELP). 

The previous Congress made student loan policy decisions and considerations based on 
erroneous premises. Specifically, direct lending appeared to save money due to an anomaly in 
congressional budget scoring under the Credit Reform Act. Dr. Rudolph Penner, former 
Director of the Congressional Budget Office, has repeatedly denounced this particular budget 
rule as arbitrary and biased toward direct lending. In addition, Mr. Dennis Zimmerman and 
Ms. Barbara Miles, economisU with the Congressional Research Service, have also raised 
questions about the alleged savings that were derived from the faulty assumptions. 

The FFELP programs are an essential source of funding for students and parents. The FFLEP 
is a very successful program providing approximately $23 bilUon in loan funds each year to 
assist approximately 1.5 million studenU and parents finance higher education. Many positive 
changes have been made to the FFELP and, as a result of these changes, the programs are 
administered and fiinds are provided in a more efficient manner. 

I am of the strong opinion that the FFELP program, utiUzing private capiUl and promoting 
joint participation between private business and the Federal government, is a more efficient, 
more effective and less expensive method of providing funds to studenU and parenU. I believe 
that the " Student Loan Evaluation and SUbilization Act" will provide Congress with the 
ability to make this determination and I wholeheartedly support its passage. 

I appreciate the opportunity to provide this information. Please contact me if we can be of 
fiirther assistance. 



Sinqerel 




uf Brisch 
Incellor 
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UNIVERSITY OF HAWAII - WEST OAHU 



April 4, 1995 



Mr. Bac Gordon 
Member of Congress 
House of Representatives 
2201 Raybum Building 
Washington, D C. 20515-4206 

Dear Mr. Gordon: 

In reply to your letter of March 22, 1995, 1 agree that the scope of the federal direct lending 
program should be limited until it is thoroughly tested and evaluated over a period of time long 
enough to see the long-term effects on default rates and delivery of loan funds to students. 

Attached is a copy of a letter 1 sent to the Secretary of Education and Hawaii's senators 
discouraging a bypass of the pilot project for the Direct Uan Program, and i:idicating my reasons 
for opposition to direct lending-the federal government's failure to provide clear information in a 
timely manner, increased administrative complexity and workload. 

1 am very satisfied with the service our school and students have been receiving under the Federal 
Family Education I^an Programs -mostly through the work of the Hawaii Education Loan 
Program Office (United Student Aid Funds). Checks are delivered promptly And equally 
important, the Hawaii Office keeps us financial aid officers informed on a timely basis of 
proposed, pcndmg and passed federal legislation that impact our operations-and are doing a 
much better job of it than the U. S. Office of Education.. 

Thus 1 am opposed to mandatory participation in direct lending. 1 fear that a system that has 
already proven itself to be efficient and effective (our current guarantee agency) will be replaced 
by one that is still largely untested in the long mn, to the detriment of our students Furtherinore 
in my expenence the federal government doesnt show a good track record of coordination 
communication or foresight-all of which arc essential for the management and administration of 
such an extensive program as mandatory direct lending. 

Please share these comments with others who will work to support H R 530 Thank 
Yours truly, 

Cynthia L. Suzuki 
Student Services Specialist 

9b OAi AI.1 Ike • Pfjtl City. Hawaii 96782 
Tolephiinf (8081 4S6.5921 • f,KSimile (»0fl45»:600? 

An fciu.il Oppmliinilv'Allitmjtivc Achon Inilitution 



you 



ij h J 
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UNIVERSITY OF HAWAII - WEST OAHU 

STUDENT SERVICES OFFICE 

April 8, 1993 

Th« Honorable Richard W. Rllay 
Secretary of Education 
400 Maryland Avenue, SW 
Rooa 4 18 I 

Washington, D.C. 20202 
Dear Secretary Riley: 

I have been Infonaed by a reliable eource that a nove Is on to by- 
pass the pilot project for the Direct Loan Prograa. As a financial 
aid officer, I am writing to strongly discourage this action. 

Pilot projects are essential for detemlnlng the potential problem 
areas which need to be addressed In the writing of regulations and 
procedures. The anticipation of these problems before they occur 
In the actual program Is essential to administer the programs 
efficiently and effectively. In my years as a financial aid 
administrator, the introduction of new programs or new requirements 
for existing programs before all the ramifications of the new 
material were considered, forced the Department of Education to 
come up with "band-aid" solutions in a pinch, and required 
financial aid administrators to ma)ce-do by "second-guessing" the 
regulations the Department of Education would eventually write. 
This had the detrimental effects of creating more unnecessary work, 
and adding even more confusion and complexity to that which already 
run rampant in the financial aid community among aid administrators 
as well as their clientele. 

Further consideration should also be given to the Direct Loan 
concept itself. I do not believe most educational institutions 
have the administrative capability (including expertise, workforce 
and resources) to perform the functions currently performed quite 
well by lending institutions and guarantee agencies. 

Any loan program needs to be carefully administered to maintain its 
integrity and keep it solvent for perpetuity, in the last 18 years 
I've been a financial aid administrator, I haven't learned of a 
single financial aid operation that is not already overwhelmed with 
its current responsibilities to administer the aid programs as they 
are. The additional burden that would be imposed by a direct loan 
program would be devastating. 

Furthermore, in these times of restricted budgets, I do not foresee 
institutions reodily and substantially increasing their staff in 
the financial aid department to accommodate the additional 
workload. If existing financial aid staff is forced to spread 
itself even thinner to administer this new direct loen program. 



96-043 Al» Ike • P«arl City, Hawaii 96782 
T«lephone: (8081 4S6-S921 • faoimile: (»08) 456-5208 

An Equal Opportuniiy/Affirmativf Action ln«iiutlon 
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EMORY UNIVERSITY 

Office of Financial Aid 

BoufeuiUet Jones Center 

iol^rz^""'" 5 April 1995 

The Honorable Bart Gordon 
Congress of the United States 
House of Representatives 
2201 Raybum Building 
Washington. DC 20515-4206 



Dear Congressman Gordon: 

I am responding to your letter of March 22, 1995 regarding the Federal Direct 
Loan Program. Thank you for taking the time to ask the opinton of the financial 
aid community. I trust the responses you receive will provkie helpful Information 
whuh will influence sound decisions by Congress, resulting In ttie best possible 
array of sennces and chok:es for students. 

Position on D irect Lending 

I am not opposed to direct lending as an option for those institutions whKh 
believe it enables them to provide the best altemattve for its students. I have 
colleagues In direct lending schools who are pleased with what they have so far 
experienced. However, I count myself among many others who are concemed 
about the Department's ability to support the progreuifi as it expands, the k)ng- 
temi Impact on availability of loan capital, and the effect of direct lending on 
borrower default rates (given the change in how will b>e sen^ced and 
collected). 

I am opposed to 100% mandatory partk:ipatk>n since it assumes that all of our 
students have similar needs (which U)ey don't) and since it puts ail of our 'eggs' 
in OM basket (that the basket is a federal one also adds to our vulnerability; we 
have much less influence on the federal government than we do on the private 
market). 

One reason direct lending is not attractive to Emory Is that we have many 
graduate and professkxial students who need to borrow more than the Stafford 
Loan limits alk>w ($18500). These students are currently able to borrow federal 
as well as private capital from a single source such as Nellie Mae, LawLoans, 
MedLoans, etc. If wa were to force these students into direct lending, they 
woukJ have two lenders to deal with for k>an originatk>n as well as repayirient, 
which can become a debt management Issue, in addition, private lenders might 
stop offering attractive private toans if their base of Stafford txislness is 
removed. Many students woukJ firKi an Emory educatkxi unaffordabte without 
access to this private capital. 
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Rattefflction with FFELP 

Emoty Is starting Its third year using a state/private equivalent to direct (ending. 
Our state agency senras as a single tioutoe for a multitude of lenders. Loan 
origbMtkm, guarantee and distxirsement activities are done electronicatty. I 
would stack our private model of loan processing up against any other process 
oxl befeve it would compare favorably. Also, t>ecause of our low default rate, 
sotne lendera rebate the 1% origination fee to our students up front. Fornow, 
we still allow students to choose their own lender, so not aN of our loans ana 
handled eiectronicatty. With the advent of Common Lines (a new senrice being 
offered by SallieMae and USA Group), our process will embrace many more 
lendere, resulting in 90% of our volume being handled electronically. Thus, we 
can stiK give students a choice of lendera while streamlining the process. 

If direct lending continues to njn smoothly for large numbers of schools, and it 
lower fees to students become a reality, ttten Emory may want to offer direct 
lending as an option for students wt>o do not foresee the need for private funds. 

Improveman ta Nneded to FFELP 

We acknowledge that many of the new initiatives being offered by private 
lenders are a result of competition with direct lending. On behalf of our 
students, we ^ pieced to be the beneficiaries of tf>e competition, and look 
fonward to the Improvements In both programs which will result. 

Our dissatisfactton with FFELP comes not from the lending or guarantee 
communities, but from Congress and the Department of Education. The rules 
and regulations governing FFELP are barriers to effective administration of the 
program. At a minimum, FFELP and direct toan polteles and regulattons shoukl 
be kientk^al. In addition, some regulations (such as wtthhokling disbursements 
from freshmen for 30 days to make sure they doni drop out) should be 
perfonnance-based, and be applied only in insmutk>nal settings whk;h have 
retentkxi or default problems. 

My Sugqesttons 

Clean up the statute and regulations. Altow direct lending to expand at the vnll 
of interested schools (a cap is unnecessary). Continue to lest and evaluate 
direct lending and FFELP in temw of repayment and senrtclng activities, not just 
up-front processing activities. Continue to talk with the akl community. 

Thank you again for your interest in our opinions. Please feel free to call me at 
404/727-0260 if you wish to discuss this topte with me further. 

Sincerely, 

Anne M. Sturtevant 
Director 
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LIFE COLLEGE 

1 W BAKCXAY CMCU 
lurch 27, 1995 M*«mTA. OKHOU XKWB 



Tba Rcmorabla Bart Gordon 

U.S. House of Repraaaatativea UXi^Sl^ 
congreaa of tha Onitad States f«««imm» 
2901 Rayburn Building 
Nashlnsrtcm, DC a0515-430C 

tear Honorable Gordon, 



Thanlc you Cor your letter of March 22 coaceming loan option* for 
schools and students, in your letter you requested to hear the views 
of campus officials. Please accept the following as ny personal 
response as the director of financial aid at a snail private non- 
profit institution in Marietta, Georgia. 

I believe diract lending is not the best, nor only optionl There 
are several reasons for my position: 1) the continued assurances, 
without exception, of Congressional funding for the Departnent of 
Education to fully and aK>ropriately manage such a large program; 2) 
ths ability of the Department of Education to effectively deliver a 
"product" to th« conmunity in a tltnely fashion. .. (an example: Aa of 
the writing of this letter we are still waiting on chapter 3 of Jhft 
Federal Student Financial AlH Hanrihr^lr for 1994-9S and yet we are 3/4 
through the year, and we only just received Chapter 2 in February 
199S) ; and 3) the ability to be provided the sane customer service I 
currently receive. 

Please understand my concern la not with the personr«l at the 
Department of Education because they can only work with the tools 
provided. My concern is more with Congress being able to consistently 
and irrevocably provide the Department of Bducation with the resources 
necessary to make such a large program work, indefinitely. This is 
best understood with the example of calling a customer service number 
and having to leave a voice message (direct lending) as opposed to 
receiving a human voice saying "how may I help you" (FFKU? lending) . 

Obviously, from my conments above, I don't Jselieva mandatory 
participation in direct lending is appropriate. The aatisf action with 
the service my school mirrently receives under the Federal Family 
Education Loan Program is excellent. I,astly, I would like to thank 
you for the opportunity to be heard about an issue which needs further 
discussion and inore importantly. . .significant teating. 

Sincerely, 

David M. Haygo(^ 
Director of Financial Aid 



SCHOOL or CHIROrHACTIC 
SCHOOL or UNDERORADUATE STUDIES 
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TOCCOA FALLS COLLEGE 

TOCCOA FALLS, GEORGIA 30598 



March 28, 1995 

Rep. Bart Gordon 
6th District, Tennessee 
2201 Rayburn Building 
Washington, D.C. 20515-4206 

Dear Congressman Gordon, 

Thank you for the letter that you sent to Ms. Eby regarding 
the direct lending legislation. it is refreshing to see 
legislators actively seeking the opinions of the people their work 
will most directly affect. ■ 

I aaree with you and Rep. Goodling that Direct Lending needs 
to prove itself before being accelerated to 100% of the nation s 
lending volume. In your letter, you asked that we address our 
position on direct lending and the reasons for our position; our 
feelings about mandatory participation and our satisfaction with 
the current FFBt, Program and how it can be improved. 

Mv personal position is that any activity or program that can 
be done by the private sector should remain private. One of the 
facts that I have learned from history courses is that the larger 
a bureaucracy grows, the greater burden it becomes to the people. 
This is a personal concern and does not necessarily reflect the 
views of anyone else at Toccoa Falls College. 

Toccoa Falls College is a smaller school (roughly 900 
students) that relies on Federal programs to keep the Price of 
higher education affordable for many of our students «°d their 
families. However, we are not able as an institution to i™Ple"«°t 
the computer system needed to participate in direct lending, though 
we are anticipating having the ability by next year. 

I aa also concerned by reports that state the Department of 
Education is ill equipped to handle the task of managing the volume 
of work that direct lending will require. X refer specifically to 
a letter from the Coalition for Student Loan Reform dated June 7, 
1993 which states "In the last two years alone, ten different 
reports by the federal government's own watchdog agencies have 
criticized the Department of Education's administrative abilities. 
No reports issued about the Department capabilities suggest that it 
can administer direct lending" (D. Cheever: 1875 Connecticut Ave, 
Suite 640, Washington D.C). The frustration that our office has 
felt in dealing with the Department lends credence to this. 
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TOCCOA FALLS COLLEGE 



TOCCOA FALLS, GEORGL\ 30598 



Office of Finucnl Aid 



PHONE: 
706-886^1 



I believe that mandatory participation is very similar to the 
conscription of sailors that was practiced by the British navy of 
old. However, I am also aware of "the golden rule: he who has the 
gold makes the rules". if direct lending is the only means 
possible to serve our students, then I will do what is necessary to 
help them. 

At present, we are extremely pleased with the current FFEL 
Program. We are receiving disbursements within eight to ten days 
of the student completing a Stafford Loan application. In 
addition, we have always received excellent customer service and 
very prompt solutions to problems frora the variety of lenders, 
guarantors, and services that we use. Unfortunately, the same can 
not always be said for the Department. 

Thank you again for this chance to express my views. I hope 
that this letter provides you with the feedback you wanted. If you 
have any other questions, please feel free to call or write. 

Sincerely 




Mark A Gerl 

Student Loan Manager 

Toccoa Falls College 




ummmnmmm 
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Student Finai 



Mr Bart Gordon 
2201 Raybum House 
Office Building 
Washington, DC 20515^206 



Dear Mr. Gordon, 



I have grave concerns regarding the proposal to fijUy implement an untested federal direct 
lending program as a replacement for the private sector based Federal Family Education 
Loan (FFEL) Program. 

If you can recall, the Federally Insured Student Loan (FISL) program was fiilly 
implemented without a pilot program. It cost the government millions of dollars and led 
to many school failings and individual student tragedies It was replaced with the private 
sector based FFEL program. 

Everyone is currently talking about how easy it is to make loans and obtain funds through 
the direct loan program. But what happens when the student enters repayment and/or has 
problems with his/her deferment"' Who will be there to respond to the students' inquiries 
and to assist them with these problems? Will the Department of Education's 
administrative budget expand to support these activities' Who is going to be responsible 
for the servicing and collections'* Are schools going to be held liable tor high default rates 
because servicing and collection activities have been contracted to the lowest bidder"* 
Currently these responsibilities lie with the lenders and guarantee agencies. If a lender or 
guarantee agency is not responsive to the school and/or its students' needs, the school can 
encourage it students to use others I am concerned that the elimination of competition 
will breed poor service and inefficiency. 

The current FFEL student loan system is working well and I am a strong proponent of 
making it better. Many aspects of the current program could be modified. 

Experience shows that the federal government is often quick to authorize programs but is 
less able to provide necessary funding to meet the needs of students and their families 
The current funding levels for Pell Grant and campus-based aid programs (College Work 
Study, Perkins Loan, and Supplemental Grant) are clear examples of programs suffering 
firom this problem. 



Florida Institute of Technology 

l?OWisl Univcralv Bouicviu^ MShoumt 
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Mr.0onloa-Pi«e2 



K « oolv wtKtat to ui<a ti» paot project hM bom coo»^ 

•wie of &»ct low wl oo««v»d^ 
nw»fki<ioa>of ki4i «Miwrt i i ^ iuct«ooi>oe|itwiitoU 
cwcfiiByooiwd««d- bwouUbcatragedytolawotaiftonrnpMtilMtf 

TImi^ you for ooMkknoK tbcw oommeet*. 




Mr.'JwotntOude 
rinctor of rmandal Aid ft SehoUnfaipt 
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ST. PETERSBURG JUNIOR COLLEGE 



OFFICE Of TH£ DineCTOA 
SohoUrshipt and Stfdvnt FinaroM AuhtNK« 
(•IS) 701-2443 
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March 30, 1995 



The Honorable Bart Gordon 
The House of Representatives 
2201 Rayburn Bldg. 
Washington, DC 20515-4206 

Dear Congressman Gordon: 

Thank you for your letter of March 22, 1995 in which you seek my 
opinion with regard to the Federal Direct Student Loan Program. 
Specifically, you ask for my thoughts on three items. 

• 1 . What is your position on direct lending and the reasons for yqur 
positions? 

At this period in time, I remain a staunch advocate of private sector 
lending. Having been in the financial aid profession for some 17 years, I 
can honestly say I haven't seen a federal government program work 
more efficiently or effectively than the one administered by the private 
sector. The competition that is fostered in the private sector and, in 
particular, 'u\ the various lending institutioiw and guarantee agencies, 
fosters the most efBcient system possible. Indeed, this com petition 
ensures that students and educational Institutions receive the best of 
service humanly possible. Should I find that my students aren't being 
properly serviced by lender 'X', I can certaiiUy inform students of this 
and help them select another lender. After all this is what competiUon b 
all about. Under the Direct Lending Program we no longer have this 
competitive spirit. 

While the Departnient o.' Education is throwing many millions of dollars 
at the program in the initial implementation stage, I would venture to 
say in just a few years down the road you will not have this type of 
support. Furthermore, what many people fail to realize is that the 
origination and disbursement side of the loan process is the easy side. 
Wait four or five years when the collection of these student loans will 
have to occur on a large scale. Please tmderstand tliat everyone is in 
favor of savLig money and enhancing service. However, to think that 
the fed«*ral government will do a better Job than the private sector is, in 
my opinion, wishful thinking. 



HAILINO AOORESS Po«1 Otrtc* »«i 134». S( P«t«f »bi!ffl. FL 33m-3«» 
AWtOOAL ACCtSS.€OOAL OPTOfllUNllY iNSnlUlON 
Ptinl&d on fcycltd p»p*f 
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The Honorablf! But Gordon 

Match 30, 1995 

PageZ 





I am adamantly (opposed to any mandatory partldpatkm in direct letuiifig- The 
Federal Family Education Loan Program is a very successful program. To 
abandon a program tliat has been in existence ^ some 30 year; and to numdate 
that institutions haii« to iKirtidpatQ in a new, ^bted^'tintested i^'system I« ' 
ludicrous. We are Her^'^;s^e students and fl^funilles and to take 1^ 
neoessaiy^steps not to Jcopaidlxe the student's access to post secondary . 
education becaus^of a rvwj to implement a new loan system which, in my view, 
is too speculative. Let us.thbroughly test and evaluate the direct lending 
program'bef<H« we inadv&i^tly wander oown a road of iW> return. ' "' ' 

I would be remiss if I didn't mention &at the overwhelming mabjrlKy of lenders 
who participate in the Bederal Family Education Loan Program n its iconoemed 
about the educational opportunities and quality being afforded oui' students as 
any organization. So mudt publicity has been directed toward them as.b^ng 
"selfish "and money hungiy." This has put them in a very defensive positioTL In 
my 17 years of experience, I can honestly tell you that lenders are veiy concerned 
about our students and do everything possible to assist them. Indeed, many of 
the staff who are employed by the lending institutions are former fiiumdal aid 
professionals. I see a lot of caring, concern, and compassion in the lending ■ 
community. I do not see titis when I deal with federal bureaucratic agendes. 

*3. Are you satisfied with the service your sdiool and students receive under 
the Family Education Loan Program and how do you believe it could be 
Improved? 

By and large I am very satisfied with the service our students receive under ttte 
Federal Family Education Loan Program from our lenders and our guarantee 
agendes. Once again thiough the competitive q>irit, they have relentlessly 
worked to streamline, simplify, and automate the loan process. This is iK>t to say 
that things couldn't be improved. Like any program of this magnitude;, there is 
always room for Improvement. For example, initiatives could be tmdettaken to 
further autonuite the funds delivery process. As you know, direct lending 
provides an admi^tration allowance to the colleges. Many of these institutioi\s 
have used the funds (or the promise there oO to enhance their computer systems 
for electronic fund transfer and other computer applicatiotui. Why are 
educational institutions that partidpate in ttte Federal Family Education Loan 
Program i\ot seeing these same funds; which then in tiUTi can be use^ to improve 
their computer applications and, subsequendy, enhance their service to students? 
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The Honor«Ue Bart Ck>f don 
March 30, 1995 
Page 3 



Congressnun GardoR, I want to talcs thi« o|^ptt;i!^t>' to thai^ 
titrte to solidt the input o(fi«Snandal aid oonimml^. Also, I thank you for oo- 
sponsoringHB530. Weinihe&>aiK^aM qxiunUidty, <«you.inthcG6n^re«s, ' 
are conwttted to enhancing «du(sakxua6p]ebMu^^ 

over a quarter of a oentuiy, fl»e Federal Vv:il^^^i»af&t^ PM^gflMn |M i . 
provided th« opportunity foe mllMoM of our iiSams iiQ^^il^i»tlS.j^omi^^f 
Let us not hastily abandon a program ftal works and wodSio verywejl^! 



Again, thank you 




opportunity to express my thoughts <m direct lending. 



Ray frranske. Director 

Scholarships & Student Fmancial Assistance 



RP/vm 



BEST COPY AVAILABLE 



370 



GL€NDAL€ ~ 
COMMUNrTY 
COLL€G€ 



6000WOUVe>WE. 
GLQCM£. AZ 85302 
C6O2)43W00O 



March 28, 1995 



The Honorable Bart Gordon 

2201 Rayburn House Office Building 

Washington, DC 20515 

Dear Representative Gordon: 

Thank you very much for your letter of March 22. It is an honor 
to provide you with information as it relates to such a vital 
issue as continued availaoility of student financial aid. 
Specifically, I will provide you with information as it relates 
to me, my school, and my school district. 

Glendale Community College is a school of about 18,000 total 
students. About 25% of the total student body receives federal 
student aid, these students make up about 35% of the total 
full-time equivalence. We are the second largest school in a 10 
school community college district, which is one of the largest 
districts in the nation. 

My position on direct lending is that it is a program with 
tremendous potential to provide high levels of service to 
students. I have held, from the beginning, that my staff could 
administer the program very well, and in a manner that would 
provide greater and more timely service to our students. Given 
that position, I am not in the program, because I have serious 
questions about the Department of Education's long term ability 
to operate such a program. I grt>< up in the Pacific Northwest, 
but my father was raised on a farm in Missouri, and I believe I 
inherited his show me gene. 

I ar< impressed with the results of year one, but I am not 
surprised that the funds could be delivered to only 104 schools. 
I am very interested in year 2 results. Two of the smaller 
schools in our district are to begin the DL process in year 2. 
They will be our guinea pigs, so to speak. 

I have deep concerns about the br.rk end service issues, and the 
servicer having no vested interefiu in the collection process. My 
other significant concern is that with everything controlled in 
Washington, the loan programs are terribly sensitive to the winds 
of political change. This is true in the FFELP, but it is J— 
somewhat mitigated by the banks controlling the actual flow of i 
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funds. I fear that money will be saved in the future with subtle 
unpublished methods, like just slowing down the delivery of funds 
with initial allocations and submission of documents like the 
Pell Grant Program is today. Once there is no competition, what 
is to prevent ED from returning to its normal bureaucratic ways? 

I fiercely oppose the mandatory participation In a still unproved 
program. I believe that it is imperative to have a long tera 
evaluation before dismantling the current FFELP. This evaluation 
must include all aspects of the program, not just the delivery to 
the first 100 schools. The department has, in effect, a 
one-to-one ratio of DJ, workers to DL schools for year one. If 
that is not the long term ratio, the service level of year one is 
meaningless. I am also concerned that the Advisory Committee on 
Student Financial Assistance, which is charged with evaluating 
the program. Is not representative of the wide variety of 
Institutions that participate in the programs. The committee Is 
almost exclusively comprised of people at four year schools east 
of the Mississippi. What about those of us who have a horrible 
time even getting a phone call answered in Washington, because we 
are a few time zones away? What about the different concern.5 of 
the community college where many of our students must transfer to 
schools who are in different loan programs? I think this 
committee needs more balance. 

Having said that, I do have concerns about HR 530 limiting the 
number of schools who may choose to enter the program. The 
competition has been very good for the FFELP. I, however, would 
not like to see my options limited. I believe if schools are 
left to decide, there will still be a large number who remain in 
the existing program. Let us run the course laid out, and to the 
victor goes the spoils. 

By and large I am satisfied with the service we receive from the 
FFELP. There are some areas that I find problematic. It should 
be a computer adjustment to move money from Subsidized to 
Unsubsidized. Currently, when a student has either decreased or 
increased eligibility for subsidized Stafford loan, we must 
cancel the portion that we want to reduce and submit a new 
application for the loan we want lncrea.sed. If the student has 
submitted a promissory note to repay $2625, then a shift from sub . 
to unsub or vice versa that does not change the net amount of the 
loan should be done with a simple notification of a change in 
eligibility. A huge step in the right direction is being made by 
Sallie Mae and United Student Aid Funds in creating a common 
electronic loan format. This type of cooperation is needed in 
developing common Electronic Funds Transfer format. I think we 
should also be able to move to a loan application process for 
FFELP that is ?imilar to the DL program. Most of the advantages 
of DL are only because the FFELP loan program faces tighter 
regulation. 

I hope that my comments are useful in your pursuit of program 
stability. I might add that I believe that it would be a 
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tremendous mistake to eliminate the in-school interest subsidy 
entirely. Certainly there is some middle ground such as 
establishing an income ceiling for loan subsidy in addition to 
deaonst rated need. 

I will be serving the Western Association of Student Financial 
Aid Administrators (HASFAA) as the Chair of the Federal Relations 
Committee. If I may be of any assistance in that capacity or 
simply as a Director of Financial Aid, I an at your disposal. I 
would be happy to provide data on the impact of any proposed 
legislation to ny students or any larger group if I an able. 




Director, Student Financial Aid 
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Office of SnJoeNT Financial Services 



April 7, 1995 




The Honorable Bart Gordon 



Congress of the United States ~ 
House of Representatives 
2201 Rayburn Building 
Washington, DC 2015-4206 

Dear Congressman Gordon, 

In efforts on behalf of the financial aid committee and the 
students utilizing th-? programs to obtain their education is 
so greatly appreciated. 

On the particular issue of Diroc'. Lending it is the position 
of the I'niveisity of Xrkrtnsa; at Little Rock to keep all 
options open, but currently uait for the opportunity to 
ovHluatc the Dir"'. t Loan Prosi am. We must be sure the c han^" 
would be of benefit to our .students and institution. Factors 
influencing this approach in'.l ide: 

*a rifw -tdm i n i st ra t or 
•ch'ins-"-- in proceluri-- 

* * . m i ng of mat e r i .1 ^ " i "-..illation 

• making sure our bo<i-.- pr ni-is is streamline^l 

♦ advice of current Direct Lern'ing users fam-ii-^r uith 
I'ALR 

♦trust of student and parent that options will alwa>s be 
t here 

In regar-'l to the m(itjda*ory participation the answer is a 
definite r, i . Aid Offices haM- 1 : 1 1 1 " Control over rules and 
regulations we must monitor. To be given on option uher, :ind 
ht)w loan processing which is the most vi'.al and expanding 
fai-ft of aid could be completed is just i.ti.ii.ceptable . This 
is compounded by the fact we would be reqi'lred to join a 
program with little to no testing and one Lliat has serviced a 
small portion of the loan volume. In the las" year DOE 
personnel may have been able to tia\"l ,lireut:y to a vampus, 
but that is not likely if all eligihl" ins* i tut i on? had to 
participate. And, Hu re woul,! •;.)t b< t h.' ■ >mrotitic..T t ■ keep 
St an ial Js h igh . 



Univctsity op Akkansas at LimE Rock ♦ 2«01 S. Umvmlty * Llttk RoA, AR 7K04-1099 . (SOl) 5«*-3130 
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U-A-L-R 



OmcE or Snnon Financial Sekvices 



The service UALR receives for the F«i«ily Education Loan 
Program is excellent. Our priaary contact ( 95X of all tl«e) 
is the Student Guarantee Loan Foundntion of Arkansas not only 
do they strive for iaprovenents in their specific processing, 
but they have been willing to evaluate our individual 
processes and school needs. With SLOFA we have oiost of 
advantages that Direct Lending would offer, but we also have 
a check and balance of our work. SLGFA hra formed a task 
force for student loan reform where anyone can send Ideas for 
review. (They sponsored post card for students regarding the 
loss of interest subsidy). The relationships built within 
our state is far reaching what those relationships with the 
DOE would be. 

Sincerely, 



Cari h'irkl if fe 
Director of Stkident Financial Services 



UNIvatsiTYor AmcansajatUttuRock* MOl S. IMrtntty « LHIkKock. AA72>M-l(m « (i01)9W4U0 
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HAWAII PACIFIC UNIVERSITY dean Of ADMISSIONS. 

■HOIOmua Me Ka Oiaio' i^tXA'A REGISTRAR AND FINANCIAL AID 



The Hone 'able Bart Cordon 
Member of Congress 
Congress of the United States 
House of Represenlatives 
2201 Raybum Building 
Washington. DC 20515-4206 

Dear Congressman Gordon: 

Thank you for wur recent letter concerning the debate in Congress over the future of federaUy 
supported student loan programs. We are grateful for the opportunity to present our views on 
this subject since it will have a direct impact on our students and the Uni-jersity. 

77ii- following comments are provided in response to your specific questions; 

» We support your "common sense' option limiting the scope of direct lending to 40 percent 
of loan volume as the program Li thonm^ly tested and evaluated. We support your suggestion 
about whether direct lending offers anv real tux dollar savings. The University is also concerned 
about being forced to participate in direct lending before it is clear whether the program is vmble 
in the long term. We agree thai unte.ued accelcratUm to 100 percent direct lending would be a 
mistake More specifically, we are concerned about the additional cost in computer hardware 
and personnel that wUl be' incurred by the institution to establish and run an untested, mandated 
program. We urongly support the current FFEL pmgrum and beliew we slumid have the option 
of continuing to participate in thi% private-lender system. 

* As slated above, we strongly oppose mandatory participatitm in direct lending. 

* We are satisfied with the service the instuution and our students receive under the FFEL 
Program and believe that signifuunt improvements have already been made in processing loans, 
eg lower fees, variable interest rates, lower interest caps, single loan application, higher loan 
limits etc. The University has a clo.<:v working relationship with i« lenders and guarantee agency 
which facilitates loan pr<xessing for our students. If we luive problems, we deal directly with our 
lenders and guarantor to solve litem quickly. 

Again thank you for the opportunitv to participate in this important debate. In supporting 
limited direct lending until thoroughly tested and ,ialuated, we belU-ie we are following the bc'St 
course for students, .schools and taxpayers. 

Sincerely, „ 

Walter J. Fleming \ 

Dean of Admissions. Registrar and Financial Aid 
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NORTH-'OCESTERN UNIVERSITY 
REBECCA CKOWN CE^fTEJl 

EVANSTON. lUlNOfS 60»t 1117 



VlCf PtESI0£N7 
fOt 

INVTtTUnONAL lELATKXS 



*«L* COM 
TILEPtHONE 491 7«90 



April 7, 1995 



The Honorable Bart Gordon 
U.S. House of Representatives 
103 Cannon House Office Building 
Washington, D.C. 20515-4206 

Dear Congressman Gordon: 

We appreciate the opportunity to respond tc your letter of March 
22 with regard to the Direct student Loan Program. As a matter 
of disclosure, I have been a member of the Board of Directors of 
the Student Loan Mar)ce\.ing Association for twenty years and pres- 
ently serve as the Chairman of its Operations Committee. 

In response to the questiono you raise in your letter. Northwest- 
ern has been opposed to the development of the Direct student 
Loan Program from its inception. In general, based upon our 
experiences with prior government student loan programs, we 
thought the concept was poorly conceived. Specifically, we were 
opposed for the following reasons: 

1. 

2. 



The complexity involved in servicing unsecured uebt; 

The necessity to expand federal debt significantly in order 
to fund the program; 

3. The unreliability of cost estimates provided by CBO; 

4. The prospect of having 9,500 educational institutions acting 
as lenders. 

This latter fact has been given little attention by Congress, yet 
it may be the most important reason why the Direct Lending Pro- 
gram should be repealed. Of the 9,500 educational institutions 
in the country, there are probably no more than 500 that have the 
management capability to originate and monitor student loans. 

With regard to mandatory participation, the above reasons apply. 
We also believe that financial institutions have provided a com- 
petitive atmosphere to develop new customer relationships through 
the guaranteed program. The direct lending program does not 
offer such an environment, and, certainly, mandatory participa- 
tion would eliminate such prospects entirely. 
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In terns of your third question, we are satisfied with the ser- 
vice provided under the Faaily Education Iioan Program and believe 
that aany of the changes that have been Made in the program over 
the last ten years cannot be easily ceptured by the Direct I<oan 
Program. For example, servicing has improved dramatically under 
the FKLP progreui because of the standards established by the 
Student Loan Marketing Association. Unfortunately, the federal 
government will find it difficult to secure third-party servicer* 
that will be able to achieve desired standards of performance 
with regard to due diligence. The servicers that do exist oper- 
ate on very slight margins*, and several are near bankruptcy. The 
large money center banks and Sal lie Mae' know how to service stu- 
dent loans. The federal government does not. The concept of 
subcontracting servicing is more a wish than an actuality and 
will require substantial auditing and more funds than presently 
estimated. 

Finally, we would hope that Congress would limit the expansion of 
the progrzuB and treat it as a pilot until the total loan package 
of processing, diisbursenent, servicing, and collection have been 
fully and successfully demonstrated. 



Wl/jnm 

cc: Bill Goodling, Chairman 

House Economic and Educational Opportunities Committee 
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Gmi 



April 4, 1995 



Representative Bart Gordon 
2201 Rayburn Building 
Washington, DC 20515-4206 

Dear Representative Gordon. 

Thank you very much for your letter of March J2, 1995 
requesting ny views on th» phase in of Direct Lending. ' It is 
heartening to hear that you are taking a careful look at the impact 
of eliminating F.F.E.L. Programs. 

Clearly, the opi :ions 01. potential savings under Direct 
Lending vary, and aU. projections are based on subjective 
assumpt-ion.? and biased theories. The political irony of the dp^ate 
could be the basis of a good Art Buchwsid article. It seems that 
the major goals of congress today are to reduce cost and reduce the 
role of the federal government. What should be done wh-n -o";t 
reductions might be achieved by Increasirg rhe r^l» rf tw- fed^-a" 
3 ' .-■ernment? ' 

Ten years ago William Bennett championed Income Contingent 
Loans as a program to replace GSLs. The projections were 
encouraging, progressive, optimistic, but, ultimately, unrealistic 
we are fortunate today that ICL's were prudently piloted and 
evaluated. Please do what you can to assure that Direct Lending 1=; 
tested with equal prudence. 

In closing, let me say that we can not simultaneously redu.-' 
government and take on direct lending. Doing so would be akin '1 
curing a hangover with a shot of scotch. Keep up the good work! 

Since rely, 



Mirk Delnrey 

DirecDr of Financial Aid 



GMI Engineering & Managemeni Inslitule 
1700 West Third Avenue • Rim. Michigan 48504 48<)8 
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Istate University 

MwehZe. 1996 

ThaHonoraW* Bart Gorton 
Congt»»» 0* 

HouM o( RaprasanUtivaa 

2201 RaybumBuUcfinQ 
Wa^ingtooD.C. 2051&-4206 



Dear Repraaantttiva Gorton: 
sense option to Dirac* Landing. 

YOU have askad me to declare my poaKion «^ Djr^ Lendin^^ -^Z'^ 
with House Speaker Nev^ Gingrich wtw saHl P^'^L.^e in 

LrwReS)»y oppwad to direct loans-.TDay may look fine "^f^^^^f^^^J"^ 
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Program It imparatlva. It ts also. I beli«v«s Democratic Party priority to push 
Dir«« Landlrv prior to tha aladkm o( a Rapublk»n Pratkiart iri 10Q6. 

In yoir Mlar you alK) aakad aboU viiMar I am Mtiallad vrilh lha aarv^ 
itudwitaraoatvaundartha Fedsral Family Education UMn Program. Iwa$ 
navar <«aaallaflad with tha aarvica that wa racaivad avail prior to Diract Lerxlina. 
Howavar. aii»a lha amargarKW or Oiract Laixina FFELP ••'vica haa baan 
phanomanal. 

You maoUooed lf» your lattar thai campoa oBScialii ara corwamad aboU tha 
nagattvaeonaaquamaaofapaakir^oUonVwmaMar. INaiavaryaocurata. 
Wa hava baan preaturad t)y tha Praekierit't Counaa) In Larwirig Michigaa and 
by othara to adopt a ProHJiract Landing poaitioa ThanWully, our Unlvaraity 
Praaldant ia a vary itrong and prindpiad laadar vKho wit) not ba praaaurad aasily, 
and I hava a graat deal of taapact fbr him. 

Qood)ucktoyouaayotivra«fconH.R 530. you have my full tupport 
SinoaraV. 

WilllwnLHaaly O 
Oiraclor of Scholanhipa 
and Student Financial Aid 

C: Dave Camp, Mambarc; Congress 
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PRKSIDKHT CLIKTOH'S HATIOHAI. SKRVICJI IDJ^ PROGRAM- 



by 

wilXiaB L. HeaXy 
April 12, 1993 



92-626 - 95 - 13 
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I. Th« proposad National Sarvlca Inltlativ* is good for studants 
and good for tha nation. 

A) Tha conaapt of dalaylng collaga attandanca whlla 
perfoniing public sarvica is not naw. Tha idaa of 
aamlng 'om typa of cradlt whlla sarvlng In tha Military 
has baan around in varloua forms for Many yaars. in 
fact aany laglslators aamad thair collaga dagraa undar 
ona of tha O.I. Bills. 

B) Many racent high school graduates are not ready to enter 
collaga, and would benefit froa the Maturity gained 
through Involvaaant in soma type of national service 
plan. 

1) The Aaerican Council on Education (ACZ) has 
indicated opposition to the Voucher Systea of 
delayed entry becauae needy students Might be forced 
to wait to enter college. The concerns of AOS are 
legitlMata. 

C) Giving of one's self to prograas such as the Peace corps, 
VISTA, or the Military way not bring large amounts of 
reauneration, however the experience gained can be of 
great value. In addition to the services Mentioned 
above, students should be encouraged to enter occupations 
which serve the public good such as police officers, 
fire-fighters, nurses, and teachers in teacher shortage 
areas. 

D) CoBMunity service agencies, nany of which may be funded 
by United Way types of organizations desperately need 
help. The services provided by pre-college students 
could be a lifesaver in more ways than one. 

E) Tha concept of National Service sight help pre-college 
students to realise that there are mora important 
concepts in life than the pursuit of dollars. While Most 
college students will focus on the perforaanca of a 
vocation or career after college, we as a society Must 
reinvest ourselves in our communities and 
neighborhoods. Hopefully this community reinvestMent 
spirit will be come a lifelong habit for future college 
students . 



II. IRS Collection of Loans. Under President Clinton's National 
Service Inititative two basic options for loan repayment would 

exist; 

1. through one or two years of community service (capped at 
$20,000) loans could be canceled. 
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A) 



by BiAing p«yi»nt« which would b««ed upon a wwll 
Sir^««« of inco»«. Ond« thl. potion payment. w«uld 
b!^. on April 15th of Mch ywr. P.yn^nt. wold »• 
coll«ct«d and ■onitorwl by tto« IRS. 

«hil« th« IRS option «ound» quit* »l»pl«. It alght h* 
Sud«r to Viwtlon tha wl«do. of »fving .n alrwdy 
privlltlt«d function under th« opemtlon of a f«d«r»l 
buraaucracy. ^ 

11 Ondar tha currant ayataai achoola hava mom* i»9r** 
cholLof .aivlcars ba.«d upon tha landar. • jCbool 
^ooaaa to raooi»and. If a landar or a •«fyicar 
doaa not aarva atud«»t« wall, tha achool can diract 
Btudanta to landara or aarvlcar* who DO undaratand 
?ha concapt of cuato«ar aarvlca. If wa aa achoola 
do not lUa the aarvlca our atudanta racalva fro» 
Sa IRS, will wa hava a fraa marlcat option to aand 
atudanta alaawhara? 

a) Mill tha IRS ba »otlvatad to offar good aarvlce 
whan thay an joy a Monopoly? 

HI. Direct Loan Proqraa-not a good Idaa 

x» will add to tha fadaral daf Iclt- ^ . 

' 1) Co~^aa« i. finding It difficult to fully *«~J tha 
Pell G^ant Progra«. Sacrat«ry Rllay ha« Indloatad that 
«axl»u» Pall grant. «ight hava to ba lowarad fro. the 
Ilria^ raducad $2,300 to $2,100 to cover tha current 
6 rSilllon Sortfa'll. Tha R;authorltatlon Act of 1992 
Lthorlxad a »axl»u« Pall Grant of $3,700 however 
CoMreaa only appropriated enough w>ney to cover $2,300 
MaxiiSI pall Grinti. If Congraa. cannot find the .onay 
to f^y fund the Pall Grant as an antltl*»ant at $3,700, 
tten a2«S^to have difficulty funding the reduced 
p2Ii Grant., how can we ba axpactad to »>«li«v^that thar. 
i« the $14 Billion extra each year to replace the capital 
being currently mipplled by private aactor landar.? 

B> Hill put the Adniniatration of tha Student LoanPrograM 
in the handa of tha Onitad Statea Dapart.ant of 

Kducatlon. 

11 Th» I>apart»ant haa aotaiowladged the fact they will 
bit unable to adjtiniatar thla program. 

21 0KB, and 010 hava queatlonad the ability of the 
' Depirtaent of Education to ad.inlater theae procraw 
effectively. 
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C) Tba lack of •Jslllty on tha part of the fadaral govanuMuit 
to sarvlca thesa loan* will causa tha DapartMnt of 
Education to uaa aarvicars to Mrvlca loans. Hhlla som 
sarvlcars such as tha Student Loan Marlcating Association, 
and tha Education Loan Sarvic* Cantar hava providad 
quality aarvica to atudants, not all sarvlcars hav* 
servicad atudants wall. Hhan atudants ara not sarvlc«d 
well, and when loan defersonte are not processed 
effectively, students are qaicUy headed for default. 
The propoeed Direct Loan Program could allow the State 
rather than the schools to make the decision on who will 
service the echool'e etudent loans. 

D) While an entitleaent nature of federal loan prograas has 
been promised by the advocates of Direct t/ending, one 
would be wise to reiaain skeptical of such proaises. if 
we cannot seem as a nation to find the aoney to fully 
fund the Pell Grant prograa, why should we believe that 
the aoney will soaehow appear for a $14 Billion per year 
Direct Loan Prograa. 



E) Since the Direct Loan Pilot Program le slailar to the 
Perkins Loan Progr«ui in aany ways, at some point 
someone will propose tha concept of an institutional 
match for ALL loan programs. Thle will be crippling to 
already financially strapped Institutions, and withdrawal 
from the loan programs will be the only remaining option. 
As loan funds disappear aany students will find that they 
must withdraw from school. This will have a devastating 
affect on both students and upon institutions already 
struggling with declining enrollaents. 

P) Schools will becoae the lender, and will be subject to 
due diligence requirements currently assuaed by the 
banking coaaunity. These types of requireaente have 
already forced aay schools to withdraw froa the Perkins 
Loan Prograa. 

G) Lenders will not stay in the current Federal Faaily 
Education Loan Programs (FFEL) . Once legislation is 
approved to phase out the current FFEL Progress, the 
large lenders who provide ready access to FFEL funds will 
iaasdiately withdraw froa the prograa leaving only those 
lenders who are extreaely conservative. 

1) In the transition yeavs, the students who cannot 
meet the credit restrictions of the remaining 
conservative lenders will be denied access to higher 
education funding. The students who come from 
"credit wise" faallles will still be able to get the 
loan dollars needed. During this transition 
educational financing will be eiailar to other types 
of financlng-those who are "credit worthy" will be 
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•bl* to g«t loTiM. How«v«r, thoM who h»v« com 
back to •cbool b«c«u«« tb»y lo«t th«ir job, or thoM 
vho ar* traditionally rapr««antaa »tud»nt« Bay not 
hav* th« acc*as to highar aduoation that ia 
currantly avallabla. 

H) onca tha banking cojwunity haa dapartad from tba acana, 
it »ay ba vary difficult to gat tJ»a» to ratum. I^ndars 
hava Invaatad larga auaa of »onay into tha davalop«ant of 
coBPtttar ayatMM and in tha davalop»ant of conataar 
infonMition. One* wa h»va as a nation told thaaa landara 
to dapart, and onca thay hava foxuid othar placa* to 
Invaatthair Bon*y, why should thay b« intarastad in 
rabullding tha currant partnarship batwaan aducation and 
tha banking ooamnity. 

IV It la not yat too lata-Praaidant Clinton should aaparata his 
■ National Sarvica Inttiativa fro» tha Diract Loan Program. The 
for»*r la a lagltiBataly good idaa that waa propoaad by 
candidate Clinton aarly in hia campaign. Tha latter ia not a 
good idea, which haa been through aeveral deaths in 
Maahingtcn. 

I) Advocatea of Diract Lending are seeking quick full 
i»pl*Mntation of Diract Landing rather than utilieing 
tho propoaed Diract Loan Pilot. If tha detaila of Direct 
Landing are understood, the progra» will bacoBe 
unpopular, therefore full i»ple»antatlcn mist be enacted 
before Preaident Clinton 'a popularity begina to 
deteriorate. In thia instance, tising ia critically 
important. 



Note: The viewa expreasad in this document are those of the author 
and do not n<Hse«aarily represent the positions of either 8«9lri«w 
valley Stat* University or the Michigan Student Financial Aid 
Association. 
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Eastern Michigan Univetsity 

YptOtno, Mtdiifan 48197 



Mtrch30,mS 

Vtt Hononbk B«it Oortea 
2201 lUybucn Bulldin( 
Wwhiofion, DC lOSlSAm 

D«<r lUfretcMMiv* Oordoo: 

on direct kndiai aad ow <iii«teMe «idi «H F*M Failly Bducaii^ 

Titk IV of d» Hitba E<te*ko Act <rf 1H$, «» •■iMd.d. imh«ni^ 
paticipMioa in Ik* Willun D. Focd Direct VmHet tnpmi or naiisiit in Ike Fcdml rmSiy Bducatkm Lo« 
(IVBI,)pror«n. B*fknMIehltuU>ivmilyUaAriiBiMieadKidodlo«oMwi«pHtic<^^ 
fee Ihtlotlowfcitr 



• WchtvthidtxccUcatsccvtcoaadrcMJiiwlblbeFFIILpcotnRi. 

• TTicrt it <»i)o(ni about dwloi\(-lerm«Kc«« Witt IkoliMloralfovwnDMortrt^^ 
lorn tttd collect procoedt dutat np^nMiiL 

paniculwly in the am of loaa ocifiiittioii and account locoocilittion. 

• HavlnfmuUfkpUyen in dHloaaprac*tsintarai*promotukMMycompctiljanamoii( staled 
uhimately impnvct (he final pnimX 

• Tbe law provide! at «rilh ttc oppoitaiiily » cvakiatt die tkoft-um riebitity of ike d-«ct Icndinf program. 

If the cumait l»w chaojct and maadauxy participatioti in direct lendiai is re<iuircd, Eanecn Michitm 
Univenity wiU implcnwnt and adnininec die direct knlinf pcottam. However, we believe a more prudeoi aporoech 
wouldbetopeimitaraircorapariaotiofbotkprotr»n«>odetet»i»whieli«.c»of,tovon»Mitorpt^ iibcatablc 
to orisinate kwu. deliver proceedi. Mtvioc rmmmn atd colltce Rptymcnt 



We we vety utisfled with die tttvica provided to Eaticr_ Mi^ipn Univenity itudcna under die Fcdctil 
Fimity Education Loan protran. b<kt,diiria(diepaaiy<arliefMlkyorierviceh*tincreaicdandiicnil)CMI 
ttrides have been made in iMdaidlzIot, lioifiKfyiaC ami MTMoltaint all *• pn^^ 
ptogiam. 

llie key 10 further iBp»ovine« of ^» Fedetal Family Educ«ioo pnijrma (or any kMB proco^ 
«yitem)iiai)lomation. AutoinaUon,in*iafcn«ofdi»ctdaie«raiuftra«d«)eelronlcftiad»inBrier. »pe«d«M 
deliveiypcoccts for Undent* tad tlpiitic«)dyBiiiBiaeepa|itrkaadUat by ttaff. Dutin* Ihc 1»»4.95 waUcmicveB- 
EatleraMichipnUnhferjIlydoubledthenoioaiKofkiamproeeeaeddirtitAepeakapplleMiooperio^ ' 
remit of <fcwn'<oadin»lBfbn«i«ionfto««o«appli«»«d«»baeetoo«rpom.ryk>tttM«vi(w(^ 
TTiia ha« had a potiUve Impact o« ciutiw atrvice md oil a» diOMO^ b«lne«i efour fina^ 

Tlunk you for die oppornieiiy 10 ihar. o» expeticiice wift fte FJIiL piofrim and our poiiUon oo ^ 

kndloj. 
Sincerely, 

COMrtneyMcAnuCf 
Auoeinu Vlce?t*<idHI 
Unlveitiiy MarVttInf and Sudani Aflkire 

Office of FmaacW Aid 

Divition of Univenity Uatte(ii« 
«U Pierce Hall 
(JU) 4r-0433 



BaiakioALindke 

ActhtOiracMr 

Offic«orratMcUAid 



and Student Atkin 
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April 5, 1995 



C kl A RY 

C O L "l E C £ 



The Honorable Congressman Bart Gordon 
House of Representatives 
103 Cannon House Office Building 
Washington. DC 20616 

Attention: Ms. Lisa Fox 



.1 <IS|V 



Dear Congressman Gordon: 

We received the summary the STUDENT LOAN EVALUATION AND STABILIZATION Act 
[H. R. 5301 as well as your letter to our Director of Financial Aid, Rose Smith. We 
are writing this letter in support of specific issues raised in your bill. 

CLKARY COLLSCB'8 POSmON ON DIHBCT LBNDINO 

We are not opposed to the concept of Direct Lending for students. It is appropriate 
for students to have a choice between the Federal Family Education Loan and the 
Fe<leral Direct Student Loan programs. We question the wisdom of a 25 year 
repayment option as the norm but realize that it may be a necessary exception in 
some cases. 

Vor us, however, participating in direct lending will require a further upgrading of 
computer support, increased staff, and an organizational/systems change in the 
financial assistance areas. We believe in excellence, quality, and customer service, 
and we know that proper preparation is the key to successful administration. We 
ai« cautious regarding the cost benefit to our students. 



IBLSIttSlMlRiTI 
l\ ^J^^ -MiM' UtOn 

UtH' I. Kl f*.l> 
■ I (V¥»,n UK >li«* ^' 



Mandatory Participation 

We are opposed to mandatory participation in a program that we that we believe 
is not fiilly tested and cannot be fully tested by the 100% target award year of 
1997-98. The Direct Lending program was created as a means to reduce expenses 
in the student loan program. Schools have not seen proof that this will really be 
the case once all 7.000 schools participate. As a matter of fact, we believe that 
much of the cost currently incurred by lenders and guaranty agencies will be 
passed back to the educational institutions rather than to the Department of 
Education. 

At this point in time, CleaRY OOLLIXJE is not equipped to handle the increased 
administrative needs, computer/technological support, nor the potential liability 
produced by participating in this mandatory program. We believe that Direct 
Lending appears to be working well for the 106 schools currently participating but 
are not convinced of smooth sailing once all 7,000 schools are participatTg. 
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CoMttHued from pof* I 

Satisfaction whh rm Pedkral Family Education Loan Program (FFELP) 
Currently, we are very satisSed with the service that our students receive from the 
FFEL program. For the 1994-95 award year, we anticipate our total loan volume 
to approximate Si million. Tbtt are the moat valuable aervice* for us in FFELP: 

• Adaptability to our intemtd systems. 

• Short turn-around time in processing. 

• Adaptability of the Electronic Funds Transfer (EFT) process. 

• Monetary incentives to students repaying on time. 

• Administrative burden of collection, enrollment confirmation, and due 
dihgence on the lender and guaranty agencies. 

• Software training, support and enhancement for electronic processing. 

Thaak you for the work you have done thus far on the STUDENT Loan Evaluation 
AND StaBIUZATION ACT (H. R 5301. We look forward to the progress of your 
efforta. 

Sincerely, 

Thomas P. Sullivan 
President. CLEAKY COLLEGE 

pc: Rose Smith, Director of Financial Aid 

Cheryl Hagen. Vice President of College Relations 
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Scholarship and Financiai Aid 



March 28, lS9e 

•nt« Honof»W» B»ft Oofdoo 
U.S. HooM o« lU um i nuH v* 
2201 Raybum Buildno 
WMhlOBton. DC 2061S-»20« 



DMT RaprtMntativ* Gordon: 

Thank YOU for your l«« of Hitarch 22. 1 am happy to raapood to your rtqoaat. 

1 .uppoa yoor 1<1« to o«« a -common »«ia.- option to r«aln both th. FFaP » O,,-,. -. -.^n 
proorama unbl Olract Landing la fvitly taatad and avaluatad. 

Th. Univaraity of Datroit M«cy proeaaaaa F^taral Su^Hj"' "J-^S^ V^^^X *^ 
Mudanti annua»¥. Loan voluma ki thaaa programa totala aoma »20 mllHon. Wa 

^S^Swa hiva f^ d« EFT haa accalaratad tha lacalpt of loan funda by our wudanu wNI. inakK>B 
SST^vat^^ i^r^i-m. in««dWo«.thaadv««ofDlra«loanahaamadathaFmPl-^ 
^^S^dXrwI^and™ Ti»compatitkK,batwaanthaty«avatama«^ 
;j;.1^vS3^^ bow «SL forv^d in th. ooflinatk^ 

Diract Landing may ba a oood thing, wa do not at tWa tkM luww »rf»th.f tl^ 
I^^. iS^l^^xogrllnL not around long «»u8h to 

2 !^^con.l«ant aarytdng. It la iu« too aoon to ab«xlon a program that vwrVa (FFRP) for ona 
that haa not yat had tha opportunity to prova haa'.f 

At laaat until .uch tlma aa Diract Landing ia hilly teatad. •'>'«»'^'™^«?^J^?^J^^^ 
dwtoTof programa. Thay ara moat qualifiad to datam*ia what work* bait tor thaK 
2S!Sn r.3!2?oth pSUma wil kaap tha eomp^idon 1»^^ 
both tha atudanta and *» taxpayara. 

c~ A. .nut nart. wa ara aatiafiad with tha aarvlca our achool and atudanta racaiva ondar tha FFaJ> 
L^^Tm^^a^ JS1«dl«.tlrii«l with a p«ticuUr awvicar. wa hava tha ability to lat th« 
SXa*^ 3 MrCl^a doaaTTimprova. uKa o^^^lV^i"***'* JT-S^ 

Lo^progr^n aaaigna a aarvlcar. and th. achool haa no choic. •^^''^ 
„ !« inf!ui«rin th. I.V.I of aarvlca. A monopoly doaan't hava to b. affidant-for battar or woraa. 
you'ra atuck with H. 

, , rtj. «,(~m.«nn la halohjl H 1 can ba of any mora aaaUtanco to you. plaaaa do not haahata to 

yoiHommon-aanaa approach to atud«,t toan hmd«,g. 



Sinetf 




Anna Wataon, 



num Drive Onpitt Uw School C*iBp«» 

F»h«A<JT.".-."«C««.. H»->3a) Admm-OM«Bo.ldmg Soon,G24 DowtogmU . Room 1J3 

P O »»» •.«<» rw.^ Mriuu., *t2 1»WOO OUM. Michigui «22* 
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University OF MARY^,^ND 



STODCNT nNANOAl AID 



Uarcfl 28, 1995 



The Honorable Bart Gordon 

United States House of Representatives 

2201 Rayburn Building 

Washington, D.C. 20515-4206 

Dear Representative Gordon: 

In reply to your letter of March 22, 1995 in which you solicited my 
input on bipartisan legislation H.R. 530 as it relates to the Ford 
Federal Direct Loan Program (FDLP); I offer the following that was 
specifically asked that I address: 

My position on FDLP is that the program is feasible. However, 
issues identified by ED's Office of Inspector General (OIG) and the 
Advisory Committee on Student Financial Assistance, in its letter 
to Senator Kassebaum dated March 17, 1995, must be resolved prior 
to expending the program. At issue are accountability and 
institutional quality. 

If after the FDLP has been through the pilot stage, thoroughly 
analyzed and evaluated, then, and only then, should mandatory 
participation be considered. 

I am satisfied with the services provided by lenders under the 
Federal Family Education Loan Program. Lenders can and are making 
improvements to the electronic transfer of funds. 

You may be interested to know that the University of Maryland at 
Baltimore reversed its decision to participate in the FDLP for the 
academic year 1995-96. 

Thank you for your concerns. 

Sincerply, 




■Ernestine Whiting ^ 
Director of Financial Aid 
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606 North 18»h Street Kansas aty, KS 66102 
(913)621-6070 FAX (913) 671-0J54 



March 29. 1995 



Congress of the United States 
Congressman Bart Gordon 
2201 Raybum Building 
Washington. D.C. 20515-4206 

Dear Congressman Gordon: 

This is in response to your letter of Match 22, 1995. 

Donnelly College does not participate in direct lending and is opposed to the concept. Certainly, 
direct lending should never be made mandatory. 



For example, our school submitted a request for a recalculation of our 1990 CDR a year ago 
last January and to date, we have had no response. » 




programs. 




Sincerely. 



JPM:mp 
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NEWMAN 

k.\nsas newman college 

Office of The President 

March 30. 1995 



Representative Bart Gordon 
2201 Raybum Building 
Washington. D C. 20515-4206 

Dear Mr. Gordon: 

Thank you for your letter, and for inviting input from the college 
perepective on the critical issue of continued federal funding for our students. The 
following comments address the particular points in question. 

Kansas Newman College opposes expansion of the Direct Lending 
Program, and prefers continuing with the Federal Family Education Loan Program 
(FF-"ELP). Participation in the Direct Loan Program could increase the 
administrative burden for schools, since it would force them to either originate the 
loan, participate in a consortium, or use an alternative loan originator selected by 
the Department of Education. Another concern focu.ses on the Income Contingent 
Repayment Plan (ICRP) offered through direct lending. While the plan is to lessen 
the monthly payment of the loan for those .students with low incomes and large debt 
loans, it would also increa.se the time of the loan as well as the interest which the 
students pay--a factor which could possibly triple the amount of the loan from that 
which the student originally borrowed when in school. 

1 have some reservation regarding mandatory participation in direct lending. 
To require schools to participate in another federally regulated program -- until 
there are students who have gone through the whole prixess from disbursement of 
the loan to its repayment -- seems somewhat premature. The servicing of the loan 
is an important issue; how it is done reflects on the school itself 

I am plea.sed t.o leport that Kansas Newman is very satisfied with the 
service the school and our students currently receive under the Federal Family 
Education l^ian Program. United Student Aid Group is our mair. guarantor. The 
program allows the schools more control over insuring the quickness of receiving 
student loan funds with less work involved. We are receiving quicker turnaround 



ilOOM(f(«Mhk * WK-HnvKS67:H-2097 * ,1I5-'W:4:q| * T(XI Uti |.80O-'16-7585 * hvv l|(v«:-H85 
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Representative Bart Gordon 
March 30, 1995 
Page 2 



on applications, changes to applications, requests for information, and loan 
disbursements. Under this progiam, schools can decide how much or how little 
liability they want to assume, and how much risk we want to keep with the lender 
and guarantor. 

Federal aid allows many students to realize the opportunity of a college 
education. While congiessional efforts to reduce the budget deficit are applaudable, 
cuts in student aid cannot be justified. I urge you to support continued funding for 
student loan programs. 

Thank you, again, for inviting my input and best wishes to you in your 
important deliberations! 



Sincerely, 




Sister Tarcisa Roths 
President 



STR/gt 



•i U U 
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HNaNCIAL. AlDOmCt 



April 5, 1995 



The Honorable Bart Gordon 
2201 Rayburn Bui Iding 
Washington, O.C. 2OSlS-'t206 

Ocar Mr. Barton: 

Thank you for offering u$ an opportunity to express our opinion on the bi- 
partisan legislation (K.R. S30) you are sponsoring. The students at Sterling 
College, as at all other colleges, are very dependent upon students loans 
to finance their education. It is extremely important that wc keep loan 
options available for them. 

Our school has chosen to HOT participate in direct lending at this time. If 
we are forced to participate we will. This is not to say we disapprove of 
t he concept . Vc s i up 1 y did not want still anot he r loan program to admi n i ster 
with our Snail Staff until it is a proven success. 

Thti one item about direct lending is that students would borrow and repay 
the same place. How, many students find their loans bp i ng sold often. I 
feel that students are asking, "Where do I pay?", "When do I pay?", "Who 
do I pay?", and often "WHY PAy?" A same source lender and servicei would 
be a distinct pJvantage. 

For the most part we are very satisfied with our invoivcment with lenders 
and lervicers for the Federal Stafford Loan Program. We are apprehensive, 
however, that the borrowers are receiving the same type of service when 
they go into repayment. 

We will be watchiny the proyress of H.R. 5J0. Thank you again for letting 
us Speak for our students. 

S i ncerel y , 



Kay Baltics 
Oirectbr of Financial Aid 




cc: Dr. Roger Parrott, President 



Devtloptng tretiti\e tinj ihnuthlful leatien h/io unJer^tund o miilurtn^ ( hnstidn fatth 
SK RI |S"{i K \ NS.\S h'-i 'y . IU> :'X 4::(> . I A.N - IX U><JO 
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(,(,^ n»-tll-MJ« 

H»rch 28, 1995 



Birt Gordon 
He«ber of Congress 
2201 R»yburn Building 
Washington, O.C. 20515-4206 

De»r Congress«»n Gordon 



De»r Congress«»n boraon. 

Than, you for your recent letter regarding the Direct Loan progra.. 

. -1 »-,M«nnv 1 Will be providing t( 



I aa enclosin 
Subcodwittee .- 
to the questions 

Thank you. 



" your r«ceni leiier itrs^i-'-s 

-.1 ♦.cti.onv I will be providing to the Senate 
^lerThis'w:i;.''"Y"u" «;ViVdTobs:rVation''s helpful in responding 

ions you raised in your letter. 



Sincerely, 

Joseph A. Russo ^ , . 
Director of Financial Aid 



JAR/cah 
Enclosure 
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Testimony 
JOSEPH A. Russo 



UNITED States Senate 
Committee on 
Labor and human Resources 



Subcommittee 

ON 

Education. Arts and Humanities 



"Oversight Hearing on Direct Lending" 



March 30, 1995 
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Good •orning »nd think; you for Inviting m to p»rt1c1p»te In this very 
1iiport»nt Sen.te h.»r1ng on the topic of D1r«ct Lending. I comt to you todv 
with 30 ye»rs experience »s a financial aid administrator, the last 17 of which 
have been as Director of Financial Aid at the University of Metre Daws. Over the 
last few years. I have also been active In a nui*cr of discussions related to 
student loan refor.. Finally. I -Ight add th-it as a student, I was able to 
continue ny education because of the support wide available through govemnent 
sponsored student loans. The re«rks I Mke before you today are ny own and do 
not necessarily represent the University for which I work. 

Fro« the earliest discussions on the Issue of loan refom. I have been very 
supportive of the need for change. The goals of the Direct Loan progra. have 
been consistent with those for which I have worked. Those Included s1irvHc1ty 
and efficiency, reduced cost, standardization, and Integrity. After -any 
successful years of providing ■llllons of borrowers with billions of dollars of 
help, the student loan delivery syste« had become extremely cunbersoiie. In so«e 
instances, other problems related to Integrity also because -atters of serious 
concern . 

Although the prograa I began to over-see In 1978 at Notre Dane was 
exeiKplary In terms of Integrity Issues. I learned very quickly that there were 
■any challenges Involved for an office which was atteiH>t1ng to serve what Is 
truly a national student body. Every year there are 50 states represented In our 
student body. Along with this diversity cj*e as many different fonts as there 
were state agencies. Each state worked with nu^rous lenders. Because of all 
these players: tbf e was a large range of form designs, data ele«nts. policies, 
procedures, and later software differences. For example, some states limited the 
amount that a student could borrow If they did not study In-state. Others had 
absolute academic requirements which were not always consistent with the 
Institution's policies, thus requiring special handling. Still others had 
special disbursement arrangements. The reasons for these differences were 
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probably all txplalnablt. In Mst Institutions dtaling with prlurlly In-statt 
students, tht chalVinges w«rt ptrhaps not as obvious. 

T» tht MantiM, th« advancts In tochnology wort btlng 1ncorportat«d Into 
tht studtnt loan prograas of a ftw of tht lar^tr agtnclts and national Itndtrs. 

Btcaust of tht txtrtMly labor Inttnslvt and confusing probltm for our 
office, I sought a ntw w«y. I wanted • proctss that was standardized, tfflcltnt, 
s1^>1tr, would rtduct *y adalnlstratlve costs, end would takt advantagt of tht 
fast Mving technology. 

I aggressively surveyed our Institution's largest national Itndtrs and 
llkewlst Mdt arrangtMnts to pilot test som exciting new software Mde 
available by one of our country's national guarantors. In tht first ytar only 
new borrowers would be directed to this new way of doing things. Data froa a 
coaaon fora was electronically transaltted to the guarantor and the approval was 
received the next day. Lenders who were selected to participate were expected 
to produce quality results and would be regularly evaluated for service. This 
service Included origination. In school considerations, and equally laportant to 
us, the quality of loan servicing. 

The pilot project was iMwnsely successful and was phased In over a period 
of years. Constantly laprovlng technology has aade this process even better and 
continues to do so, even as we speak. Over 85X of our undergraduate borrowers 
now participate. Lenders who have not kept up their service have been reaoved 
froa our preferred list. Others whose quality of service have aet our 
expectations have been added. 

The Direct Loan coapetltlon has been wonderful In respect to accelerating 
these laproveaents for our borrowers and our Institution. Changes being created 
by the coaoetltlon of the Direct Loan prograa will soon allow virtually any loan, 
now received on • coaaon application fora, froa any lender and any guarantor, to 
be processed through one procedure. Much needed refora, accoapllshed by our own 
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efforts severjl ye»rs prior to the Direct Loan Initiative, Is be1n« JcMeved on 
a national b«1s. Without question, not all of the former players will be able 
to participate In this new world. This will Include -any lenders and probably 
a nt«b«r of guarantors. The economies of scale, the cost of technology, and 
perhaps other reasons will probably continue to reduce these nui*ers. 

But the bottoa line Is that loan refom, undertaken here and there by a few 
Institutions worklns aggressively with the loan Industry, Is now occurring on a 
widespread basis. This Is not to suggest that «11 Is perfect. More work Is 
needed In the Industry and at least sow of this can be pro«)ted by luproved 
policy Baking and support fro* Congress and the Department of Education. 

The big question before us today asks which of these two progra«s Is 
better. In ny opinion, the answer Is far fro» clear. Continuing refoms In the 
FFELP are still needed yet many questions re«a1n unanswered on the Direct Loan 
side. As public policymakers. It would see« that any precipitous move, In one 
direction or the other, would be premature at best and filled with serious 
uncertainty at the other extreme. In addition to the agreed upon goals 
referenced earlier, i.e. slipllclty. cost reduction, standardization, and 
integrity, It would seem that the wisdom and vision essential to good policy 
would also require that a program provide stability, quality of service, and 
control. Let us examine each of these Issues a bit more. 

The Departnent of Education has worked extremely hard to establish a fairly 
well run, first year Direct Loan program. Given the very Halted preparation 
time and the limense amount of work Involved, the Departaent Is to be highly 
cowwnded. Accolades ar? also to be given tu the 104 first year schools which 
courageously ventured out Into this new world. From all reports Issued by the 
Departnent, the front end of the Direct Loan first year experience seens to be 
a great success. 



402 



Howtvtr, will tht DtpirtMnt, Mhost trick record 1n a<ki1n1sttr1ng fir Itss 
responsibility In tht past In a Itss than txeaplary Mnntr, be abit to support 
the Msslve voIum Involved In a full blown prograa? Why would one want to 
proceed so quickly down this road, with no safeguards or safety nets, when so 
■any questions regarding administrative capability roMln untested? The 104 
first year schools wanted to be In the prograa and were apparently capable of 
administering It. Will this be the case for 100% of the Institutions? 

What Is even wre of a concern for public policy Mkers should be the Issue 
of quality of service. This Is a major concern not only for the front end 
origination process for thousands of schoo'is and billions of dollars annually; 
It Is perhaps even more of a concern for the billing and collecting side of the 
prograa. What will be the Quality of service provided by the low bid govenwent 
contractor? What might be the consequences to the default costs to the taxpayer, 
the good credit rating of borrowers, and, at least for some of us, the 1^>act on 
alumni relations for loans fhlch are not properly serviced? Should not this 
servicing lisue be evaluated a little mnre before we move our entire program Into 
this new, yet to be defined let alone tosted, world? 

The competition between the two programs has been great for borrowers, 
schools, and taxpayers. Why would we not want to more fully test and ch»Ilenge 
both programs more thoroughly and ddllberately? Wha Is the rush, especially 
given the significant reforms and Improvements being generated? An even playing 
field would allow this Important evaluation process to continue, as originally 
envisioned by Congress. 

Would an entirely government run program, without this careful evaluation, 
be the best way to proceed? There would be no competition, no opportunity to 
compare programs, and a program totally In control of a Department whose 
administrative capacity Is suspect, especially on the yet to be tested servicing 
side. Who would be In contrr^? Will problems be more easily resolved by long 
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distance contractors or by caapus »<*i1n1str»tor$, working In new ways with 
lenders and guarantors, wtilch have Mich at stake7 In one scenario, I have at 
least soM control, based upon constant evaluation of quality of services 
provided, who will be my lender, guarantor, and servicer. In the other, the 
control Is as good as that provided by a government agency or low bid, possibly 
changing contractor. 

There are other Issues which still regain In question. Fro« the beginning 
of this discussion, the projected cost savings for Direct Loans have been 
remarkably varied, even from the sa»e govenveent agencies. Further complicating 
the fair evaluation process Is the problem of how these savings are to be 
•scored* In the budget process. I am not an economist nor an accountant. But 
why can't this evaluation of cost be done In a sl^tle wiy which measures the full 
costs of one program In a given year In the same exact manner that these costs 
are measured for the other program In the same year? I would hope that i>ol1cy 
makers can demand such a criterion. I would think that our cltlze.:^ dol 

The expense evaluation process should also require the same definitions and 
Beasurjments In calculating the cost of loan defaults. Exactly what a defaulted 
loan will be In the Direct Loan program Is still not perfectly clear to me, at 
least. Indeed, there may also be several still unanswered questions about the 
Direct Loan repayment options which may be In need of further review. At a base 
minimum, there should be a clear understanding as to the still unanswered 
questions regarding cost before proceeding with a full blown program. 

Finally, let me conclude with some observations about Issues which relate 
to student loans In general. There Is a growing concern among many families 
about the extent of indebtedness which many of our borrowers will be facing. 
Loan consolidation may be the answer for some, Including those who aspire to 
lower paying, socially conscious careers. However, the finsi piece of 
Information we provide our departing borrowers In the exit Interview process Is 
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reasons why thty would nai want to consoHdatt tht loans. Ytt tht d«cr«ast In 
governMnt supported grant prograis for nMdy students My Itavt these 
Individuals with little or no choice In borrowing. . .and then perhaps little or 
no option In career or loan consolidation choices. 

Another serious concern In need of your review Is the virtually unllalted 
and unconstrained borrowing llilts currently made available through the PLUS 
progra« for parents. Except for a poor credit rating check, no provision for 
reviewing the actual ability of parents to repay these loans Is required, 
according to statute. Is such a policy encouraging unnecessary borrowing? Will 
these parents be able to make the payaents Involved? Hill Institutions be 
encouraged to Increase their costs as a result of this liberal policy? Uhat are 
the signals we are sending to younger faMilles about the need to plan, save, and 
sacrifice for their children's education? What will the Institution's default 
rate becoew for PLUS down the road? What will the cost to taxpayers becoM? 
These way be questions worthy of serious review by policy Bakers. 

Of equal concern, but fortunately currently not a widespread practice In 
the loan Industry, Is the overly aggressive aarketlng practices being employed 
by a restricted nu«ber of PLUS lenders. It would be It; the best Interest of the 
loan Industry to create Its own self-regulating expectations In this regar-d. If 
not, this mty have to become a Batter for closer scrutiny at this level. 

Hy final reiarks wy perhaps be the »ost li^jortant for you to hear today. 
They again relate to a broader concern being expressed by Bany In higher 
education and they relate to the Incredible ad«1n1strat1VG burden being laposed 
by both statute and especially regulations. The need to control fraud and abuse 
Is very apparent. However, the problems should be readily Identifiable by an 
organization's performance record. For those whose records do not wet certain 
standards, regulations should be expected. But for those with exemplary records, 
there should be iHKdIate relief. These standards could Include default rates, 
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•>r»du»t1on and pUcwent rites, governaent audits and prograa reviews, and fiscal 
stxblllty. This Is not necessarily to suggest that such institutions should be 
terminated fro# participating or closed down. It would, however, expect that all 
or even stricter regulations be required of the«. On the other hand, an 
Institution with a very low default, high graduation rates, successful alu«nl, 
clean audits, and strong financially, should be relieved of winy of these 
burdens. This Is a great exaaple of the need for regulatory reform. 

I very «uch again wartt to express «y appreciation for this very special 
opportunity to contribute to these discussions. The challenge before us is an 
1^)ortant one for our country. I co««end you for seeking the Input fro« a 
practloner such as lyself. I would be pleased to atte«pt to respond to any 
questions you nay have. 
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Tulsa Jurilar CoUsga 



March 29, 1995 ' 



Honorable Bart Oordon 
Housa of Rapraaentatlvas 
2201 Rayburn Bulldln« 
Haahlngton, DC 20515-4206 

Daar Congraaaman Oordont \'^'^\ '':'' ■«.■■.■ 

I an reaponding to your March 22, 1995 lattar concarnlng tha lOOX 
taxpayer fundad dlract loan program and tha currant pandlng loglalatlon 
on thla iaaua. 

I an tha Diractor of Financial Aid at Tulaa Junior Collaga. Ha h*va ' 
thras campuaaa in tha Tulaa, Oklahoma araa and ara currantly building 
a fourth. Our atudant anrollaent ia approxinataly 20,000 atudaata Vrith 
9,000 on atudant aid; aoat on a Titla IV program. Ha anticipate ' 
procaBBing in axceaa of 10 aillion dollara in federal, atata and 
private aid thia year. 

Kb Diractor of Financial Aid at Tulaa Junior College, I have diacuaaad 
the direct lending a great deal with ay ataff and other college and 
univeraity financial aid pereonnel. Aa e reault of ay involvement in 
financial aid, I cannot aupport the direct londing concept. My reaaona 
for thia are - 

(1) Said to be leaa confuaion for the atudant. The conraon 
loan application that haa been in place for two yeara 
now haa virtually eliminated thia confuaion already. 
Thia waa a problem whan each privete lender had their 
own application. 

(2) Reported to be a coat aavinga to the taxpayer. Thia haa 
not been proven or even adequately explained how thia 

ia to happen. Thia ia alao contrary to demonatrated track 
record of federal agenciea. 

(3) Department of Kducation ia auppoaed to be more reaponaive 
to atudant problema. At preaent, we have an excellent 
working relationahip with individuela in the private 
aactor and do not believe the atudent will get the aame 
level of peraonil attention provided by the private lender. 

(4) Private lendera alao provide Tulaa Junior College aixl 
other achoola direct pexeonal aaaiatance In our debt 
management with atudenta. Private lendera provide ataffing 
at our achool to aaaiat during peak firat of the aemeatar 
loan diaburaala. This haa proven to be an excellent time 
for lendera to viait with our atudeht about fiscal reapon- 
aibility and good money managaaent practicea. 

9M (oirth loaten Avanuc Tuha, Oklahoma 7411* (911) m-rOOO 

M ffun/ OppcriwwylAfflmafH Acllei EmploytT 
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Honorable Bart Gordon 
March 29, 1995 
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(5) The private lender also serves as an excellent =h.ck and 
' ' balance" on proofing the accuracy of the •PP^i^'^i""- 

Should an error occur, one local telephone call and the 
problem Is usually resolved the same day and does not 
cause a delay In the student receiving funding. 

(6) Vfhen an Institution receive. "^""P/"^" ^J^^^.J^f 
this would mandate another layer of •<»»}nJ"^ratlvo 
orocesslng at the school to process Individual loan checKa 
?o s?uden?s. At Tulsa Junior College, this would require 

additional staff and further '^^]^yj^^'''Z'''''L Z lrl 
the student. With the private lender, the checks are 
already prepared for the Individual student and require, 
little additional processing to make the dlsbursal. 

In conclusion, my responses to your three specific points are - 

* Position on direct lending. 

Not In favor for reasons already given. 

* Mandatory participation. 

This is^^ase of trying to force Into •'''I'tence a 
concept which shools have reviewed and a majority 
rejected as less effective than the program already 
In place. 

* Satisfaction with FFELP program. .^..n.ni- Svatera 

Is providing an excellent service to the student^ System 
could be improved with more timely notice of loans ^oiug 
"to defaull so as to preclude disbursements "fter student 
goes into default. I also question the case with which a 
borrower may now get out of default. 



Sincerely, 




Robert E. Tally 
Director , 
Financial Aid 

ret:tmh 
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BACONE COLLEGE MuskoaecOWohomi 74403 



918 / 6834581 



March 2B, 199S 



Honorabl* B»rt Gordon 
6th District. T*nn»s» 
Conqr»»» of th» Unit»d StatBS 

2201 Rayburn Buildinq 
W««hinqton, D.C. S09t9-<>a0<> 

Dear Honorabl* Gordonl 

Thank you for your l»tt»r dat*d March 22, 1995 r»qardlnq 
th» bl-parti»an l»qi»lation (H.R. S30) and dir.ct l.ndinq. 
I »upport you lOOX and pray that th> Adm i ni »tra t i on will not 
propow an acc»l»rat»d mov» to a 100 p»rc»nt participation. 

1 »uppos» I haw already addrB»>d my po»ition on dir»ct 
l»ndinq in the abov» paraqraph, but I am »tronqly aqainst 
It at Bacono Coll»q». My reasons ar> that it would r»quir» 
another full-time person to ad.nini»t»r th> proqram. It would 
r»quirB hirinq a billinq »»rvic» tokeBp up with th» 
tremendous paperwork involved. 

I feel that mandatory participation in direct lendinq may 
ce riqht for some schools, but for a small independent 
private colleqe like ours it simply is not feasible. I 
will not support mandatory participation and have discussed 
this matter with the President of the colleqe and he concurs. 

We believe that the school and our students are satisfied 
with the service received under the Family Education Loan 
Proqram. The only improvement needed is electronic trans- 
mission, to speed up delivery of student loans. 

Thanks aqain for writinq and I hope my input will be helpful. 
Si ncerel y , 



Sarah Morqan 

F inane ia 1 Aid Di r»c tor 



4 \ 
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Murray State College 



mtumtigo, Otdihcmt 7$4f0 



March 27, 1995 



Congressman Bart Gordon 
2201 Rayburn Building 
Washington, DC 20515-4206 

Dear Congressman Gordon: 

As a Financial Aid Administrator I have some concerns about the 
ability of the Direct Lending Program to meet the needs of our 
students. I also have serious concerns about the U. S. Department 
of Education's ability to handle a larger portion of the loan 
volume as well as the government's ability to insure that the 
funding to make these loans remains available in future years. 
Based on the information to date, I seriously doubt that the 
projected savings are realistic and it appears that some of the 
costs of maintaining the Direct Lending Program are not being 
considered. 

Hurray State College has been extremely satisfied with the service 
our students receive under the Federal Family Education Loan 
Program. The lenders and guarantors in this program have been 
responsive to the needs of our students as well as this 
institution. As a result of the competition amongst the lenders, 
all of the participants have striven to improve their services. I 
am concerned that the lack of competition in the Direct Lending 
Program will offer little incentive to improve services. Our 
institution also receives excellent training and support under the 
Federal Family Education Loan Program. Although I am sure the 
U. S. Department of Education will offer training, they often 
provide their training at locations too far away for most schools 
to economically attend. Our guarantor currently provides local 
training at no cost to the institution. In addition, they are 
willing to come onto the campus and provide staff training. 

I believe that it would not be in the best interests of our school 
and the students we serve to require mandatory participation in 
direct lending until such time as the program has been proven to be 
both cost-effective and in the best interest of the participants. 
I am also concerned about the proposal to eliminate the interest 
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subsidies on th» loan programs. Hurray State College serves a 
large population of low-income families. Approximately seventy- 
five percent of our applicants have a lero Effective Pamily 
Contribution. Eliminating these subsidies will have an extremely 
negative impact on our students as well as other low-income 
students nation-wide. 

If you need any additional information, please contact me. 



Sincerel y , 




Marilyn Schwart 
Financial Aid Director 
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I^rtheastern Oklahoma 
ACBiM College 



200 1 StrMt NE 



March 30, 1995 



Congressaan Bart Gordon 

U. S. House of Representatives 

Washington, DC 20515 



Dear Congressaan Gordon: 

Ms. Sherry Clayton, our College's Director of Financial Aid, 
provided me a copy of your March 22, 1995 letter regarding direct 
lending. 

My responsibilities include oversight of the disbursement process 
of student financial aid, both Federal and State. I trust that 
your invitation for input on this issue from campus officials 
extended to those involved with all aspects of the financial aid 
process such as Be. 

Our College is a comprehensive public community college offering 
2-year associate degrees, numerous transfer programs, occupa- 
tional certificate programs, and various specialized educational 
oppportunities for local citizens and industries. Our annual FTE 
approximates 2,200. 

During the current school year we have already serviced 723 
students receiving Federally supported student loans and expect 
more during the next three weeks of the current semester plus 
additional ones during the summer term. While we rely on three 
primary lenders for providing these loans, a considerable number 
of other financial institutions also provide loans when asked to 
do so by students. 

Because of our relatively small size and consequently limited 
resources, direct lending would pose a very real problem if we 
were required to obtain lending and collections expertise and the 
necessary computerized support for loan processing and tracking. 
Our three primary lenders, two major commercial banks and the 
Oklahoma Student Loan Authority, obviously possess such staff 
expertise and system capabilities by virtue of the nature of 
their business. 

Three other factors impact our College's situation concerning the 
capability to implement direct lending. 

One would be our ability to attract qualified lending/ 
collection personnel because of our salary structure. (Last year 
I completed six years as a director of a $30+ million dollar 
credit union. Although I no longer serve in that position, I do 
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know the dlfflcultlaa that our Collar* would encounter b«caua« we 
could not offer competitive salaries for qualified personnel.) 

Another Is the State's ctirrent concerted efforts to further 
reduce administrative costs within higher education Institutions. 
While we already feel that we are at the bare-bones point, we say 
still be required to down-slse even sore. 

Thirdly, there Is the matter of Oklahoma's balanced-budget 
requirement. Due to foreseen funding limitations, our Governor 
recently Imposed a hiring freeze on new positions. Estimating a 
date for the llflng of this freeze would only be conjecture at 
this time. But I certainly doubt that It will be any time soon. 

The burden to higher education to fund personnel and conputerlzed 
systems necessary to support direct lending will be considerable. 
Only one higher education Institution In Oklahoma, one of our 
flagship universities. Is participating in direct lending. And 
we know of no others with plans to do so. I firmly believe that 
the problems listed above that our College would face would also 
be shared by hundreds of higher education Institutions throughout 
the nation. After all, the product of colleges and universities 
Is education, MOT consumer lending. 

The Administration's proposal falls in the area of "unfunded 
mandates", a subject that Is receiving considerable national 
attention, and rightfully so. I personally believe that forcing 
Northeastern Oklahoma A&M College to participate In direct 
lending would be detrimental to our College's programs, students, 
and future. 

Thus I concur with the effort to repeal all direct lending. Your 
intent of keeping loan options open for schools is appreciated. 
And I would hope that if direct lending remains, participation 
would continue to be optional rather than mandatory. 

Thank you for affording ae the opportunity of sharlnq ay views on 
this crucial issue. 

Sincerely, 



Gary R. Lair, CPA 
Chief Accountant 



xc: Dr. J. Carroll 
T. Poole 
S. Clayton 
Dr . G . Rogers 
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Oklahoma State University 



OfTn o< Hruutcul Aid 



900 North Portja/xj Avenue 
OkUhonw City. Oklahoma 7JlO: t)19S 
OKLMHOMACinr *05 »<5 ni9. FA)(405 *tS-J277 



The Honorable Bart Gordon 
2201 Rayburn Building 
Washington, DC 20515-4206 



March 28, 1995 



Dear Representative Gordon, 

1 appreciate your interest in higher education, specifically the 
federal education assistance programs that this country makes 
available to our many citizens seeking to further educate 
themselves. I also wish to thank you for the opportunity to share 
with you my concerns of institutions being forced into the direct 
lending program. 

Oklahoma State University - Ok-.ahoma City is an Oklahoma City metro 
2-vear college. Our enroUr.ent is approximately 5,000 students 
strong. We compete with several metro area community colleges and 
iunior colleges throughout this area. 

Ev»n though we bear the name Oklahoma State University, we are 
operated separately f-.om the 4 -year main campus of Oklahoma State 
University located i.i Stillwater, Oklahoma. Our only real ties 
with the main campuf. is the housing of our fiscal accounts. We, in 
^3.-'■ pay OSU - St 1 1 Iwater to monitor our payroll, fiscal and 
tMiIr,.-ial aid accounts. They perform very little in the. way cl 
-eccr' ma as my office is still responsible for our FISAP and Pell 
■;rk!iL exoenditurss. In order for us to give our students their 
PeU Grant and SE03 money, we are required to order the money from 
Sttuwatet, Oklahoma. They in turn draw down the funds to cur 
accounts, produce the checks and campus mail- them bacK here to 
Oklahoma City. Our Business Office does not presently have check 
cutting capabilities. 

This procedure alone makes it is easy to see the problems we would 
have with direct lending. Participating in Che FFEL programs allow 
this Financial Aid Office the ability to electronically tUe loan 
applications and in some instances receive a loan check for that, 
student m less than 48 hours. By forcing OSU-OKC into direct 
lending, we would be forced to requisition the accounting 
dep..rtment in Stillwater, Oklahoma to cat ^he 'rhecks and then 
hop.-'fullv receive the checks back within 3 to ^ business d^y^ ■ " 
l-h» ■Stillwater accrounting office is busy with checks for the main 
campus, our checks could be delayed neaily two weeks. 

co.,«time in the future (3-S years) our business Office hopes to 
qdir, the ability to -ui checks but it still would be a few years 
down the line from that before they could handle the volume of our 
2.'. million dollar student loan account-. 
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Another critical issue for our institution would be handling the 
reconciliation of such a large account. We currently handle nearly 
5 million dollars in total aid (nearly a 50% increase in five 
years) . In the past five years, our staffing has not increased, 
however we managed to gain some relief when our Admission staff 
agreed to assist us in providing basic information for our 
financial aid students. The State of Oklahoma has now issued a 
hiring freeze for higher education and simultaneously we lost one 
of our Admissions/Financial Aid Officer positions. As you can see, 
our biggest dilemma is handling our customers and trying to 
maintain a high standard within the programs that we are currently 
responsible for. We have no extra position that could deal with 
reconciling such a huge account and there is little hope that we 
would be able to acquire one anytime in the near future. 

Please sir, do not let Congress forget about the smaller public 
institutions that operate on a small amount of state 
appropriations. I know that there must be many other schools in 
the same position we are in. It would be detrimental to these 
financial aid offices to take on the task of direct lending. 
Congress must also realize that many schools like OSU-OKC are given 
the order to sign up for direct lending by their President without 
any chance to express their concerns but yet are ultimately held 
responsible for administering the program properly. I have been 
lucky thus far to have had some administrators who have realized 
that we are not ready for such a task. There are many who are not 
as fortunate as I . 

The FFEL Programs, themselves, are not perfect however they have 
improved greatly due to the competition of direct lending. 
Procedures . have been eliminated, applications have been 
standardized and electronic means have been implemented. As stated 
earlier, there is no doubt that for OSU-OKC, receiving checks would 
be faster by utilizing the FFEL program as opposed to the lengthy 
and time-consuming position direct lending would place us in. 

I certainly do appreciate your reading my letter and I hope that 
you will continue to fight to at least maintain an institution's 
right to choose which program is best suited for them. If every 
institution is forced to participate, it is the Financial Aid 
Office and it's staff that will pay the ultimate price of failure. 
That would be a shame because most of this nation's financial aid 
administrators are the most hardworking, dedicated, innovative, 
thoughtful, accurate, unselfish, underpaid professionals in this 
country . 

If I can be of any further service to you, please do not hesitate 
to call . (405) 945-3211 
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WILKES COMMUNITY COLLEGE 

FINANCIAL AID OFFICE <5lO-551-S633 



■^arch r. 1995 



The Honorable Bart Gordon 
6th District, Tennessee 
2201 Ravburn BuildinR 
Washington. DC 20515-4206 

Dear Congressman Ciordon: 

Thank you for your 22 March I9'15 letter concerning the debate of future federally 
supported student lonns. 

w ,«su,on .m direct lending .5 that I do not favor a move to luO percent direct 
U-nU ; Tor s.all co^unity colleges 1 lU- mine, a --^l , ^ 

,s not necessarv. During 1994-95. we have assisted approxiMtel> 90 stuucnt^ 
wtth Xal Stafford Loans totaling $220,000.00. In «y opinion, th-rc 
need o mike schools like -yself participate in direct ler^m, lH-c.,.se •« ai. nnt 



•Ml ° "th ..lot of student borrowcs. We are also a o. cos, -P^ ) . , 

instituMon iMximum tuition per quarter is only S1S5.5C, the.elcu ...i s .c.en. • 
»?11 prolMbiy not experience the urgency of needing loat: funds ..s they .ould 
lApcrience in other largei'.Jichools. 



1 

The 
an', 
present 



am verv satisfied with the services 1 and my stiji»crus receive .njer th. ..: 
,e onl.- impiovement 1 nee<i to m^e.,16 to fl^lf «V^n «PP "atl.-n. P'-^-- 
Id cernfy elecronicallv wi th^. Render. - f ,^^l>e\«ly Uv>king into t.,is at 
■esent. ■ ".M C^^ 

I appie.iate vour work on ihis issue and do appreciate you taking the ,me 
»rite to me and to ask for my thought;, and concerns. 

S 1 nee re ly . 

Mtin Ci. 'A'hitt.ington 
i in.iiii. lal Aid ' ounscUir 

A(.".'M-vc 



Aih« Cam put 

PO »ox ^04 Ml .)ef(cf*on K.^d 



All«yhany Campoi 

yo P^-A 220 M.MI! ^Hf<>i 

M/irrrwtkf Action I mpl<A«f 'i\9/"i72 ')06l 
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April 3, 1995 



The Honorable Bart Gordon 
Congressman, 6th District, Tennessee 
2201 Raybum Building 
Washington, DC 20515-4206 

Dear Representative Gordon: 

A. h J^^'' y°"^ 'etter and the opportunity to respond to the issues you rai'se 
As background. I an, a member of the board of Sallie Mae^d therefo^ S te 
percewed as havmg other than an institutional interest in the outcome of th^ dirS 
^ndmg suuation. Nevertheless, I have a strong interest in the issue ^ TJuZr of 
^s^e expenence wuh government progra,ns, particularly those that dSl wiS sSent' 

What follows are my responses to your specific questions: 

* '^'^^'"f ^""^ ' "V ' ^^O"" fo^ P "Vt'"" -- 1 believe that the 

" T^""- '^'^ ' «""P«^tion which'SwTfnsltions 

to choose direct lendmg or the current Family Education Loan Program Sp 
d p.nd.ng on wh.ch best serves their own students and families, ff^ dSL 
program proves h.ghly attractive, that will stimulate FELP to make whateveT 
accommodations will keep it competitive. If direct lending wins^e ^Stion of 

success. If, on the other hand, direct lending does not attract sufficient 
panic,pauon, I don't believe it should be propped up withl^iyer Sds I 
emphas.ze, though, that Congn=ss must ensuiVTat mis is aTaTSIl wiS no 

^ H . '"T^' '^"'''"S J-'ELP. TT>a, is the only way we can 

see what will best serve all interests. ^ ^ 



300 TbfleyAdministuiiofl BuUding 
Syracusf, New Vtxk 13244.IIO0 . 315^}.2235 • Fax3l5.44}.3503 
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• My position on mandatory participation in direct lending -- Forced participation 
would nullify fair competition. I fear that government would be tempted to trim 
services to "save taxpayer money," and thus make this a less and less responsive 
program. But fair competition would allow the best, most user-friendly system to 
enjerge. It's the same theory that calls for the removal of tariffs or allows some 
government agencies (including state education systems) to try private vendors as a 
way of comparing costs and efficiency. I believe that the benefits of competition 
are part of human nature. 

. Current satisfaction with FEU at Svracu se University and suggestions for 

improvement - FELP has served students and families here well over the years. It 
has provided fairiy easy access and, at least at Syracuse, minimal default. Of 
course, FELP products and services can always be improved, something I think will 
happen more rapidly with the competition of direct lending. The most frequent 
complaint from our financial aid staff concerns the large number of service 
providers they must coordmate. I believe that competition on a level playing field 
will help simplify matters. 

In short, I believe it would be unwise to allow the direct lending program to 
exceed 50 percent for the next 10 years, at least. This would provide ample time to 
make comparisons in tenns of processing, servicing, and collecting and to determine 
customer preferences. 

Again, thank you for the chance to comment on this vital issue. 



Sincerely, 




Kenneth A. Shaw 
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New Mexico Tech 



Socoiro.NM 87801 



Office of the President 



tetephono (505)855-5400 
Foc*Tile (SK) 835*329 



April 5, 1995 



The Honorable Bart Gordon 
Congress of the United Ststes 
House of Representatives 
2201 Rayburn Building 
Washington, DC 20515-4231 

Dear Congressmsi Gordon: 

As President of Hew Mexico Institute of Mining and Technology, I appreciate 
the opportunity to offer my support to H.R. 530. I concur thst more tjme should 
be given to testing the Direct Lending Program before requiring 100-percent 
participating by sU postsecondsry Institutions psrt ic ipst ing In the Federal 
Family Educational Loan Program (FFELP). 

When the Direct Lending Program was introduced during the Bush sdministrstlon, 
the intent was to have s pilot progrsm before enacting the full-fledged program. 
However, with the change of admin is t rst ion in 1993, the pilot was scrstched 
and the Direct Loan Program was initiated with a 20-percent participation in 
the first year and projected 100-pcrcent participation by the 1997-1998 academic 
year . 

At this time. New Mexico Tech does not support the 100-percent psr t Ic ipat ion 
by 1997. Specifically, because of the newness of this progrsm, the collection 
end hss not been tested. The full collectlm process will not be in plsce for 
two or three years. There is no wsy of knowing in 1997 if the collection process 
proposed in Direct Lending regulations will t>e as effective as predicted snd 
reduce the national defsult rstes. 

In New Mexico, we sre very fortunste to have s very efficient secondsry msrkct 
that collects loans guaranteed by New Mexico Student Loan Guarsntee Corporstion. 
The most recent cohort defsult rste (for 1992) for New Mexico Is o.ily 7.1 per- 
cent. The defsult rate for NMSLGC loans serviced by New Mexico Educstion Assistance 
Foundation is 5.4 percent. New Mexico Tech's defsult rate for 1992 was 0.9 
percent. These low rstes sre becsuse of tho efforts of the Foundstion snd the 
close marki^ting relationship it nsintains with the postsecondsry institutions 
in N(?w Mexico. Telephone calls between s school ropresentstlve and personnel 
at the Foundstiop quite frequently resolve c delinquency before it becomes s 
defsult. We do not believe this type of intersctlon between school snd collec- 
tion personnel will be possible with Direct Lending. 
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There are probleBS with the FPELPi however, »08t of then *re being corrected. 
For example, turn-around t l«e fro- the t i»e a school certlfle. a loan until 
a check is dl.bur«ed ha. been reduced because of the electronic guarantee pro- 
cess. When fund, are disbursed by electric transfer the time will be reduced 
even more. 

It is our hope that H.R. 530 Is approved. Hore tl»e is needed to analyze the 
effectiveness of the Direct Lending Program before requiring lOO-percent partlcl 
pat ion. More time Is needed to determine whether the projected cost savings 
of the Direct Lending Program will be realized. 

We appreciate your support of financial aid programs. 

incerely. 




Daniel H. Lopez 
President 




0 



DHL/lc 
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March 28, 1995 

Honorable Bart Gordon 
2201 Rayburn Building 
Washington. DC 2051 5-4206 

Dear Sin ^ 

I appreciate the opportunity to express the views of College of the 
Southwest pertaining to direct lending. Tho College was founded 
and still operates under principles of a Christian education, debt 

freeoperatlonanda be llef'infree enterprise. b 

The College believes in and has publicly stated our opposition to 
mandatory direct lending. Competition should be the force to 
legislate cost control and efficiency and not government mandate. 
I can not think of one good or service with a single supplier whore 
the public benefits more than if competition existed and is 
encouraged. Am erica was founded tn freedom and a col lege should be 
allowed the freedom of choice to participate without retribution. 
The college knows, of very few government programs run more 
efficiently than private enterprise can furnish. 

Students are satisfied with the selection of available prtvate 
lenders. The New Mexico Guarantee Association has one of the 
lowest default rates nation-wide while providing timely, quality 
service. New Mexico benefits financial ly from the current system. 
Monies are funded back to the local economy, jobs are created and 
proble<ns are addressed local ly. New Mexico should not be punished 
because some states have high default rates. 

The only improvement that >'iould benefit schools would be a national 
network to track lenders from school to school and lender to 
lender. Problems arise as students att empt to disguise default 
status In other states. 

Your interest In our opinion Is important and appreciated by 
C-. iiege of the Southwest. We look forward to contact tn the 
f u . ure . 



Sincerely, 



David Arnold 
Financial Aid Director 




OA/cs 



College or the Southwest 



6610 LOVWGTON HUiKWAY 



HoBBS. New Mexico m240 



505 '392-656 1 
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University of 
Nebraska at 
Kearney 



Office of Financial Aid 
Kearney. NF. 68M9-2350 
(308) 885-8520 
FWC (308)865^157 



March 30, 1995 



The Honorable Bart Gordon 
U.S. House of Representatives 
2201 Rayburn Building 
Washington, D.C. 20515-4206 



Dear Congressman Gordon: 

I welcome your interest in the Federal Student Loan Programs and 
wish to let you know of the feelings of the University of 
Nebraska at Kearney. 

We have chosen not to apply for the Direct Lending Program due to 
the fact that we have an exceptionally efficient process 
currently in place with the Federal Stafford Loan program. This 
program and the process expeditiously meets the needs of our 
students. The partnership between our guarantee agency, our 
major lenders and the university provide an effectively managed 
loan program that is easy for the student to understand and apply 



As the participants in the Stafford Loan Program cooperate more 
and standardize policies and procedures we see the program 
becoming more and more easy to administer. Any effort to force 
participation in the Direct Lending would be unfortunate. Most 
simply put, we have the ability to better serve our students 
through the Stafford Loan Program. 

Siacerely , 



for. 




Patrick McTee 

Director of Financial Aid 




. Unwe.s*, 01 Nebiaska M«)«l C.nl», • Un«rs,ty of Nob,.5ka at Omlha • Un»cr5rty or Neb,.5k. -I 
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March 30, 1995 

The Honorable Bart Gordon , 
U S. House of Representatives 
2201 Raybum Building 
Washington, D C. 20515^206 

Dear Congressman Gordon 

Thank you for asking for our opinion regarding direct lending and the FFF.I, 
Program We do not desire to participate in the direa lending program Our initial 
concerns with this program were. Can the government effectively administer a program of 
this magnitude'' How will our institution afford direct lending? Unfortunately, nothing 
has happened in the last two years either to alleviate our concerns about direa lending or 
to diminish our confidence in the continued ability of the FFEL Program to meet the needs 
of our students 

Although direct lending has been in effect a short period of time, the Department 
of Education has expended large amounts of resources (money and labor), to 'publicize 
and promote direct lending We feel these resources could have been better utilized, and 
certainly hope these expenditures are computed into any alleged savings from direct 
lending 

Our number one priority and our expertise is in providing a quality education for 
our students. We feel that mandatory participation is an infringement on our rights and 
unfair to our students. Schools should have the choice of what lenders provide the best 
service to their students Private enterprise has always been more capable of providing 
quality customer service than the federal government. Our students receive excellem 
service from the existing FFEL Program We now benefit from the competitive 
environment in the student loan industry If that environment changes, t doubt that we 
will have the same level of customer service and technological innovation now available 
through the private-lender based program 

Thanks you again for the opportunity to discuss this important issue. Please do 
not hesitate to call me if you have any questions or need additional information 



Sincerely 




Director of Financial Aid and Veteran Services 



1000 C«Jvin Ri«il Sou* 
IVIW%-ut. Nrbnuka 6M00S- W9H 
I1>,»ic(402):«l-«100 
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5000 Saint Paul Ave. 
Lincoln. NE 68504-27% 
402/466-2371 



Nebraska 



WESLEYAN 



University 



March 31, 1995 



The Honorable Bart Gordon 
2201 Rayburn Bldg 
Washington, DC 20515-4206 

Dear Representative Gordon: 

Thank you for your letter inviting my input in behalf of Nebraska 
wesleyan University regarding direct lending. 

Nebraska Wesleyan University is a 4 year undergraduate liberal arts 
college located in Nebraska's capital city. Fourteen hundred full 
time students and approximately three hundred part time students 
are enrolled each year. For both 1993-1994 and 1994-95, our 
students borrowed under the Federal Stafford Loan program nearly 
$3,200,000, and their parents borrowed nearly $500,000 under the 
Parents Loan program (PLUS) . 

We do not wish to participate in direct lending. From our 
perspective the Federal Stafford Loan program is not broken and 
does not need to be replaced with direct lending. Our students and 
we in the Financial Aid Office receive fast, efficient, and 
courteous service from both lenders and guarantee agencies. As a 
result, I see no advantage for us to change from a working system 
to one that is still unproven in its ability to deliver what it 
claims . 

Sincerely, 




CF;lv 
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March 27, 1995 



Bait Goixioa 

2201 Raytwni Building 

Washington, DC 20515-4206 

Dear Congressman: 

Thank you for going out of your way to seek the Financial Aid Director's position on Direct 
Ijending. 

In response to you questions, I offer the following opinions: 

My position on Direct Lending is that it is and can be a viable option for students. 
Students should have the option to choose where they want to borrow their loan funds 
from. The current p(5sition of Direct Lending is that the school decides where a student 
borrows their money from. Some thing else to survey would be, if given the choice to 
borrow from a bank of your choice or directly from the government, how many students 
would choose the government? I also believe that competition entices quality. By taking 
competition out of the student loan business the quality of the programs will decrease. 
The Financial A.id Offices have already seen an increase in quality from lending 
institutions since Direct Lending was introduced. 

Your second question concerning my feelings about mandatory participation in Direct 
Lending is easy for me to answer. I am against mandatory participation in Direct 
Lending for the same reasons stated above. 

Currently we are satisfied with the services we receive from the lenders our student? 
have chosen. However, because of the new audit requirements effective July 1 , 1995 our 
local lenders have decided to no longer participate in student loans. They believe the 
new requirements would cause them to incur a loss ors the program. I do think we need 
to be careful not to serendipitously cause a monopoly in the student loan lender business. 



912 Kiplingw, Yoft. Nebraska ft!M67.2699 
(402) 362 -mi • FAX (402) 35.1.562.1 
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But GoidoQ 



Pige2 



To coDtinue to improve sovice for the studeou, I would lecommead that Direct Leading be an 
optionforthestiKleatsakxit with the koden of their choke. I do not recommend that a school 
be forced to choose between Direct Lending and bank leading. 

Thank you again for taking the tadtiative tc find out what the financial community wantt to tee 
coocemittg student kians. 



Sincerely, / 



Debra Snider 
Director of Financial Aid 



4. 



92-626 - 95 - 15 
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Wilimar Technical College 



2101 lai AMHut NW / P.O. B(M lOniMkMr UN 9*201 
)I12)23M1M>1-«»'72M1S1UNT«IRm 
ta((12|23»)t01 



March 29. 1995 



Ban Gorden, Congressman 
6th District, Tennessee 
2201 Raybunt Bnilding 
Washington, D.C 20515-4206 

Dear Congressman Goiden. 

I am writing in regard to H.R. 530 which would permit a viable guaranty stiKlcnt loan program 
as a competitive alternative during the testing of The Federal Direct Loan program. 

I would like to support this bill as it will keep options open for Regions and Colleges within 
those regions, that are being more than adequately served by the "traditional" FFELP" program. 

There are colleges in our county that have not received the cooperation, support and commitment 
of Lenders and Guarantee Agencies, such as we have had in Minnesota. No doubt those colleges 
need an alternative, for example, direct lending, but please don't fix something that does not need 
Fixing for us. 



Thank You 




Jon Grieperfffog 
Financial Aid Director 



aa 



ACampuso( 

Hutchinson • WUImir Regional Technical Collaga 



An Equll OnMrtuMy £frf*]y«rJEtluc«tor 
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ST. CLOUD STATE 



U N 1 V E R S 1 T Y 



Ofhce of Scholarships and Financial Aid 

106 AdmiaMndm Semen Buddie 
720 Founfa Awaaue Soafa 
Sc. Cloud. MN SiXl-We 



Fhone(6I2)25S-2M7 
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April 7, 1995 



Rtprasmtatlv* B«rt Gordon 
Houa* of Rtprasantatlvas 

2201 Rajrbuzn Bulldln( 
Uuhlntton, D.C. 20515-4206 

D«ar a«pr*s*nt«tlv* Gordon: 

Thcnk you for your rocont lottor and ch* opportunity to rospond to your 
quastlona rolatad to th« fadaral Dlract Loan Program. I slncaraly appraclata 
your vllllngnass to contact Individual financial aid dlractors to obtain our 
Input, advlca, and oplnlona. Ua work with tha studant loan prograau on a 
dally baals and ara tha closaat to tha adalnlstratlon of tha prograaa. 

I fcal It Is assantlal to kaap loan prograa options avallabla to aoabla 
schools to choosa vhlch prograa thay wish to partlclpata In. I flr»ly ballava 
that tlousa Bill H.K. 530 aalcas a lot of coaaon sanaa to cap Che Olract Loan 
Prograa at 40Z. Dlract Landing naads Co ba thoroughly tastad and avaluatad 
bafora It gats out of control. I aa not convlncad that tha Dlract Loan 
Frograa will sava any aonay and ballava pravloua savings astliiatas hava b«an 
grossly ovarstatad. Moving to a lOOZ Dlract Lending scaoarlc In ay opinion Is 
a alstaka at this tlaa. I hava baan Involved In studant aid adalnlstratlon 
for approxlaataly 2S years and have observed the federal govemaent's role In 
higher education and Che adalnlstratlon of Che student eld prograaa by Che 
Dapartaant of Education for aany years. I aa not convinced that Che 
Dapartaent of Educetlon can effectively aanage a prograa of this aagnltuda 
efficiently and effectively. The Dapartaant of Education has established a 
reputation releted to Its Inability to aanage Che federal Fell Grant Frograa. 
The Dapartaant Is constantly overspent and*has a huge funding shortfell or It 
has a funding surplus In this prograa. Since 1975 over 4,000 students have 
received grants ranging froa 11 to 17 yeers. This daaonstretes total lack of 
oversight by the dapartaant. I agree with House Speaker Hewt Gingrich's 
stateaents Indlcetlng that the federel govemaant Is Incoapetent et alaost 
every direct service It provides and In the end will do to student loans what 
It has done to public housing. Lsrge control systeaa will ultlaately fell. 
It Is easy to originate loans but to track, service, and collect the funds Is 
another aatter. 

St. Cloud State University Is e four year public Institution with an 
enrollaent of approxlaataly 15,000 students. We provide epproxlaately $13.8 
■llllon In subsidized Stafford Loans to approxlaataly 4,950 students end 
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•pproxlJUtaly $4.83 Billion of uiuubsldlcad Stafford loans to 1,840 studants 
annually. Va bav« an annual cottort default rata of approxiutaly S.3X. Ha 
faal that «a bava a -vary afflclant loan dallvary tystaa In placa at St. Cloud 
Staca. Ha aanaga our bl^ly autoaatad loan prograa with l.S full-tiaa svyport 
paraooa, 2 atudaut asalatanca, and cba sarrlcaa of .7S profaaslonal/ 
adWlnlatrator. 0»ar tba yaara tm ba»» damlopad and parfaccad a -vary coat 
affactlTa and cuatotaar sanrlca orlantad loan prograa throu^ our outatandlng 
working ralatlonahlpa with our landara and guarantaa aganclaa. On a bl-w«akly 
baala wa alaccronlcally transmit loan data to four guarantaa aganclaa (Thilb»d 
Studant Aid ruaOm, Plahara, Indiana; Rorautar Guarantaa, Inc., St. Paul, 
Hlnnaaota: Graat Lakas Hlgbar Education Corporation, Kadlaon, Hlaconaln; and 
Education Aaalatanca Corporation, Abardaan, South Dakota), and wa do 
•Ignlf leant aaounts of loan voIum with approxlaataly IS landara. Hlth 
prlvata antatprlaa at work, wa bava axparlancad iManaa coi^Mtltlon aaong 
thaaa aganclaa and landara to prcrrlda fast, afflclant, and coat affactlwa 
service to our scudanta. The lenders aad guarantaa agencies provlda ua with 
significant aaounts of Information, trelnlng, and printed natarlel to aaslst 
us with the dally edkilnlstratton of the FTSL loan progrsa. If we are to save 
towerd Direct landing, I aa sure our loan aaalnlstratlon costs would 
significantly Increaae and we would be required to perform mors fuxKtlona. At 
the present time, I am convinced that I should not trash a veil designed, 
highly eutoaated, tested, and proven delivery systea which haa bean developed 
and perfected over the past 15 yeers for an unknown aystea. In addition, 
unresolved questions still exist releted to Increaaed Institutional liability 
under Direct Lending. 

If It Is believed that the landers and guarantee egencles ere asking excessive 
profits on the Stafford Loan Program at the expense of taxpayers and students, 
aeaaurea can be lapleaented to squeere the aarglns on lenders and guarantee 
egenclss. The federel govemaent has the euthority to cell In guarantee 
egency reserves If It so desires. In eddltlon, the federel govemsent cen 
further llait the edalnlstretlve cost ellowance guarantee egencles receive and 
raduce the In school subsidies paid to landers. Perhaps the most Important 
thing that needs to be done Is to ellmliuite the high defeult schools from 
participation In the progr aa. High defeult retes edd t>noraous costs to the 
prograa whether It Is the FFEL or Direct Lending Prograa. 

I feel It le lB{>ortant to provide the Direct Lending option to schools located 
In states wtiere significant problems exist with the current FFEL program. 
This Is not the case In Minnesota. The Direct Lending Program should be 
considered an alternative and not a mandate. Since the federel government hes 
gotten Involved In the student loan business through Direct Lending, It has 
aaazed ae to see how soae of the rulee and regulations that wars once etched 
In stone have been changed with little difficulty since the deportment has 
gotten Into the loan bualness. It Is essential that the pleylng field for the 
Direct Loen Prograa and FFEL Prograa be kept level. The rules of the gaae for 
both prograas should be Identlcel. 

On the positive side, with the advent of Direct Lending, we heve seen 
significant laprovemente In the FFEL loan program. With the eddltlon of 
another pleyer In the market piece (Direct Lending), the co^tltlon end 
cooperetlon to provide even better custoaer service to schools and students 
haa Intensified. Enhanced cuatoaer service has been the main theme. 
Increased pressures by lenders demanding aore effective and eccurete loan 
servicing on the pert of loan eervlcers haa been taking place. In feet one of 
our aajor lenders has opened up Ite own eervlclng center. For exa^>ls, 
guarantee egencles end lenders have worked together and heve developed a 
ci Tn n Stafford Loan application and proalesory note, developed the 'ccMon 
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lln»* •l«ctronlc fonat for tb* tr«n««l»»lon oi »tu<tant X<«n data, <Uv»1oimi4 
coMon and imlfon K baaad product* , «ork«d ntCMaly hard in MlnnaMta to 
proMt* and ]jvl*a*nt tha alactrcnlc tranafar of fuDda (ITt). aoeouracad and 
faellltatad participation In tba Batlooal Stodant loan Claarlni^iouaa. Thla 
aprlnt tha ^ajor tuxantao afanelaa wlXX ba prorldtnc a ectmen updata and 
tralolns aaaalon for acboola partlclpaelns In tha mL loan prograa. A 
training aaaaloo laada to coMwn pollcloa and preeaduxaa. 

In conclualon, I hava Xlttla confldanea In tha Dapartiaant of Iducatlcts. Two 
formr Sacratarlaa of Education, VlXXlaa lannant and Lanr Alaxandar ^tfn 
iiuiaMiiilart that tha DapartMnt of Kdueatlon ahould ba abollahad. H^fba tbay 
know aoMthlns that I don't. Aa a tazpayar. I paraonaXXy bMOM vary 
concamad about tha awwnt of aonay that haa baan apant on tha proMtlon and 
advortlalnc of tha Dlraet U>an frograi. If tha Dlract Loan Fxograa U a»at 
affactlva, tha baat advartlalng wlXX ba by word of muatSx fra aattra^Xy 
aatlaflad cuato^ra. I aa aXao conearMd about xhu aMunt of aonay that tha 
Dapartaant of Iducatlon currantly apanda aupportlag tha Tranaltlonal Ouarantaa 
Axaney (TCA). I faaX that thla afancy la not nacaaaazy and rapraaanta a larga 
and unnacaaaary axpondltura of fadaraX tax doXlara. Tha TCA la run by aaoy of 
tha aaaa paopla nbo nanasad, or ahould I aay alaaanagad, tha Hl^r Iducatlon 
Xaalatanea Foundation (UBAT). Tha Dapartaant of Iducatlon' a axpandltura waa 
anotaoua ralatad to tha HEAT wlnddom. In wf opinion, tha Dapartaant of 
Education choaa parhapa tha aoat axpanalva altamatlva «ban It cloaad down 
HEAy. It la trua that tha Dapartaant of Education baa workad hard to ateaapt 
to provlda quality producta and cuatoaar aarvlca to tha Initial 104 
li-jtltutlona participating In tha Dlract toan Prograa. Howavar, If It la 
aandatad that all achoola auat partlclpata In Dlract Landing, I »ould vantura 
to aay that tha quality of producta, aarvlcaa, and raaponaa to quaatlona will 
vary quickly datarlorata. 

In ataaary, I baXlava that coapatltlon li_tsfijl and ggap«eltign rtll gmfa i M 
dvabait product at tha lowaat coat. If tha Dlract Landing Prograa la tha 
only option, coapatltlon la allalnatad. acboola tian bacoaa aara axtanalona of 
tha fadaral govan«ant and a fadaral bureaucracy. With tha Dapartaant of 
Education In control, achoola «»tl not ba an aqual paztnar In tha procaaa. 
Tha dapartaant haa a tandancy to alcro-aanaga and gata ragulatlona paaaad for 
avaryona In Ita attai^>t to catch a fa« big abuaara. I faal It la laportant to 
kaap tha fadaral govamaanc'a Involvaaant to a alnljwa and out of paoplaa 
llvaa Howvar, I faal tha fadaral govamaant'a raaponalblllty la to conduct 
audit and prograa ravlawa, affactlvaly daal with abuaara, and to Inaure that 
prograaa ara balng adalnlatarad according to tha Intant of Congraaa. 

If you havo any quaatlona regarding thla lattar, plaaaa faal fraa to contact 



Slncaraly, 




rank E. Loncorlch, Director 
Office of ScholarahJpe and Plnanelal eld 



nL:Jah 
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REDLANDS 



COMMUNITY COLLEGE 



April 3, 1995 



Honorable Bart Gordon 
2201 Raybum Building 
Washington, D.C. 20515-4206 

Dear Mr. CkDrdon: 

Thank you for your interest in studying the impact of direct 
lending. I have been in financial aid for over twelve 
years, and worked at both the university and community 
college level. 

I appreciate any members of Congress who are willing to Cake 
a closer look at ■iirect lending before making it mandatory. 
I am opposed to direct lending for the following reasons: 

1. As a taxpayer, I do not believe changing a major student 
loan system will save me money. I see implementation of a 
new system costing more. Basically, the taxpayer will foot 
the bill, with no professionals collecting repayment. 

2. The majority of schools do not have the capacity to 
manage the direct loan program. The program requires 
precise recordkeeping most scnools are not set up to 
maintain, in terms of loan data. Not all schools even have 
the Perkins Loan program, which he3,-)s some in terms of 
dealing with loan records and repayi .eiit . However, even 
schools who have Business Office personnel accustomed to 
handling Perkins Loans, are not staffed to deal with the 
major recordkeeping and billing of Direct Loans. 

3. With all of the current ever-changing regulations 
governing financial aid, our offices are already 
understaffed. Most schools do not have funds to hire 
additional employees to manage direct lending. I see a 
potential adm istrative nightmare approaching. 

4 . The rrent lender/guarantee agency system has 
become a ine-tuned system we can rely on for accurate 
information and processing. Few schools, if any, will 
actually be able to get funds to students faster. Under the 
current system the schools have enough regulations to 
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handle. We do not need lender regulations, also. Also, now you 
have schools, lenders, and guarantee agencies all working to get 
the borrower to rapay. 

This brings me to a general concern about student loans. 
Schools are currently under a heavy burden of regulations 
concerning the eligibility determination and processing of 
student loans. Mistakes can cause school liability. Also, 
default rates penalize the schools. Why would Congress think it 
is importeuit to get loan funds to students quicker? Maybe we 
should be more cautious about who qualifies for loans. 

My real concern is that by eliminating the professionals (lenders 
and guarantee agencies) in the loan business, the potential for 
default is greater. That is already a major national concern. 

If a school, especially a small school, cannot afford to 
participate in direct lending many students will be the losers. 
Some people may not be able to go to school at all. Not everyone 
can choose to attend a school that is many miles from home. 
Direct lending may eliminate the availability of loans to some 
students. It will certainly increase default rates, which can 
cause schools to lose loan access. We should make sure all 
Americans have the opportunity for higher education, not make it 
harder for schools to offer assistance. 

I am sure many others have done a more coherent job of discussing 
direct lending. However, I guarantee that anyone who thinks 
direct lending will benefit students or schools has not thought 
the system through. 

Sincerely, - 




Pamela G. Jordan 
Financial Aid Director 
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Okiahoma Rotist University 



Otfke of Financial Aid 



April 10, 1995 



Representative Bert Gordon 
eth District, State of Tennessee 
2201 Rayburn Building 
Washington, DC 20515-4206 

Dear Reprepantativ* Gordon: 

Thank you very Much for inviting ma to respond to several questions 
you raised in your letter of March 22. Let ae say how impressed I 
am with your Jcnowledge of the student loan programs. Many tiiMS in 
the past, I have written to various aeabers of Congress to express 
■y concerns only to receive a response that left «e wondering if 
they even read »y letter, let alone understood what I was trying to 
say. 

My institution's position on Direct Lending is the "let's wait «nd 
see" attitude. Our students are currently utilizing approximately 
$4 Billion annually through the Federal Stafford and Federal PLUS 
programs. Perhaps it's because OkleOioma is blessed with some fine 
lenders and a top-rate guarantee agency who are dedicated to 
continually improving service to the students. Or perhaps, like so 
many mid-westerners, we live by the philosophy of "Don't try to fix 
it if it ain't broke". It is our sincere belief that the private 
sector is doing an outstanding job to provide the capital required 
to fund so many student's only means to a college education. Yes, 
of course, they should be compensated for their services, but I am 
firmly convinced that what we are paying to lenders to provide this 
service is just a drop in the bucket compared to what it will cost 
for the government to attempt to provide those same services. 

Mandatory participation? can you name just one Instance in which 
the American public happily accepted being forced into anything? 
I assure you, their reaction would be no different in this 
situation 1 

Thank you again for allowing me to express my opinion. I trust you 
will have no difficulty in deciding how I would like for you to 
cast your vote. 




Director of Financial Aid 



OBI' Bm 61242' 500 W Univcn.ily • Shawnee, Oklahoma 74«OI -2590 • (4051 S78-20I6 18(X)) 654-1285 
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OKLAHOMA STATE REGENTS FOR HIGHER EDUCATION 



January 27, 19»5 

SttMCMmCompKx 
SOOEductkmBuklno 
OkWwiM Qly. OUWiotrai 
7310S-4900 

The Honorable Bart Gordon 

United Statea House of Representatives 

2201 RaybuTO Office Buildiiis 



Wa»hingtoii.D.C. 20616 pp^ « 

FEB 02 

Dear Congiesaman Gordon: 

ThMisk you very much for co-sponsoring the " Student Loan Evaluation and Stabilization Act" 
with Congreaaman Goodling. This legislation will enable CoDgreaa to make a genuine 
comparison of the Direct Loan Program and the Federal Family Education Loan Programs 
(FFELP). 

The previous Congress made student loan policy decisions and conaidentions based on 
erroneous premises. Specifically, direct lending appeared to save money due to an anomaly in 
congressional budget scoring under the Credit Reform Act. Dr. Rudolph Pemier, former 
Director of the Congressional Budget Office, has repeatedly denounced this particular budget 
rule as arbitrary and biased toward direct lending. In addition, Mr. Dennis Zimmerman and 
Ms. Barbara Miles, ecooomista with the Congressional Research Service, have also raised 
questions about the alleged savings that were derived from the faulty assumptions. 

The FFELP programs are an essential source of funding for studenU and parents. The FFLEP 
is a very successftjl program providing approximately $23 biUion in loan funds each year to 
assist approximately 1.6 million students and parants finance higher education. Many positive 
changes have been made to the FFELP and. as a result of these changes, the programs are 
administered and funds ara provided in a mora efEdent manner. 

I am of the strong opinion that the FFELP program, utilizing private capital and promoting 
joint participation between private business and the Federal government, is a more efficient, 
more effective and less expensive method of providing funds to students and parents. I believe 
that the " Student Loan Evaluation and Subiliiatioo Act" will provide Congress with the 
ability to make this determination and I wholeheartedly support iU passage. 

1 appreciate the op[)ortunity to provide this information. Please contact me if we can be of 
further assistance. 




3EST COPY AVAILABLE 



434 




April 27, 199S 



Office Sfudcm Bnancul dxnmnc 

Campua Box 0379 

DeUnd, fl 32720-3772 

CW) M2-7I20 

«XMaS.7120 

FAX: 9tMl >22-7I2< 



The Hooorable B«rt Oordcxi 
House of Rapresentafciva* 
3201 lUytiurn Building 
Hashingtoo, DC 30615-4206 



Re: Your Letter of March 22 



Dear Representative Oordon: 

I appreciate the opportunity to give you my views on the FFKLP vs. FDSLP 
controversy and canend you for your leadership in this initiative. Since 1967 
I have been a practicing financial aid professional at public and private 
universities in both Hew York and Florida. During that tine I have experienced 
many new Education Departaent initiatives not unlike the direct lending progran. 
Thus I am not a proponent of direct landing. 

Experience with the Bducation Department's track record predicts the following 
scenario: First the Department will initiate a aajor public relations campaign, 
touting how great everything will be. Then they will pull out all the stops and 
shift personnel from other areas within the Department to their new project. 
Next they will spoon feed the pilot schools, irtjo will then applaud the 
Department's efforts. In the meantime, other prograaa administered by the 
Department will suffer, as will the quality of service to colleges and 
universities. Bventually the Department will make changes that will result in 
higher processing costs for colleges. 

In tact, this scenario describes the Department's actual performance in 
administering the Pell Grant (formerly BEOO) Program. An exaii(>le of the 
increased costs passed on by the Department is their decision to charge a school 
a $5.00 fee every time you call, write or fax thea. There is no guarantee that 
you can get to talk to a person when you call. Usually wo have to leave a voice 
mail message and wait for a response. You have to pay even when you have a 
technical problem. In addition, a $25.00 bookkeeping fee is charged to the 
school to process the school's payment I As you can see from the enclosed bill 
from the Bducation Department, schools even get charged for accessing the 
department's coafnitar. 

In reality, the schools have already incurred significant additional costs since 
they are doing more data entry irtjich saves the Department from having to do this. 
Without question, a student loan program is far more coovlicated to adninister 
than the Pell Grant Program. It would be easy for the Department to pass on 
additional costs to schools under direct lending, especially in an environment 
of increased budgetary concerns and an absence of coaf>«titioa frcn any other 
program. 

On the surface the concept of direct lending appears to be fine. But there is 
a major problem since the Department is a monopoly that has a less than favorable 
track record when it comes to being responsive to the needs of studente, colleges 
and universities. As a director of financial aid at a private institution, I 
simply cannot afford to take a chance on the Department's performance. The more 
the Department relies on subcontractors and the more they centralice, the more 
inflexible they tend to becosie. This results in a decline in the quality of 
service, much to the detriment of schools and students. 
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r)M Hooorabla Bart Oordon 
April 27, 1«9S 



Aft«r talking with wuty collaaguas, I fe«l tJuit wuty collagas cptad for th« 
diract landing program bacauaa t£«y wara diaaatiaf iad with thair ataca guarantaa 
aganciaa, aapacially thou* which ar» run in * «ooopoli»tic or political 
anvirooaant. Xntaraatingly, tha Ctaancallor o£ tha Board of Raganta of tha Stata 
Oiivaraiey Syataai of Florida haa diractad tha public voiivaraitiaa to u«« only tha 
■tata agancy and not a national guarantaa agancy. Two of tha nlna atata 
univaraitiaa optad for diract landing in tha first ya<ur. Moat privata 
univarsitiaa in riorida do not uaa tha atata agancy alnca ita parforaanca ia not 
coBMtitiva with tha national guarantaa agancy. Moat of thaaa privata 
inatitutiooa ara not in favor of diract landing bacauaa thay axa wall aarvad by 
tha national guarantaa agancy and by landara. 

I would lika to aaphaaiaa that I aa quita plaasad with tha yrSLP bacauaa of the 
landar ooapatitioo in riorida and bacauaa of tha jarforaanoa of tha natiooal 
guarantaa agancy wa usa. Our landara hava provldad aany valuabla aarvicaa to us 
through ccnauaar publicatiooa, dafault aanagaaant, counaaling, regulatory 
intarpratatioo and training, tandar ccupatitioo haa eraatad a variaty of optiooa 
for schools, which helps us provide students and parents with a higher quality 
of eervicae. This is very iaportant since the Iducation Departaant can no longer 
afford to provide training to any significant degree. 

I aa also coovinead that tha Departaant haa been less than candid in 
aclcnowledging the real coat to iapleaent and adainister FDSI*. It is distressing 
that Mr Leo Komfeld is unable or unwilling to dpvote any tiaa to i^roving the 
PFBLP, according to stateaants ha aada at a recent Advisory Coanittee on Student 
Financial Aasistanoe hearing. The Departaant and Congress need to consider why 
the FFBLP has becoae so over -regulated and aicrcaanaged. 

For several years, colleges have suggested that there be perforaance based 
■regulations. Why should Stetson, which has a default rata under S», have to go 
through the same hoops as a school that has a default rate several times greater? 
Additional auggestioos for iinproveaent include having a single prooissory note 
and not having to annually update infornation which doesn't change. Also, the 
annual loan amounts should be the saae for all undergraduate grade levels, the 
loan amounts need to be increased, and the proration re<]uireBsnts should be 
eliminated. The proration regulations penalise students in their last aeaester 
of enrollaant. It siaply does not nake any economic sense to lapoee this 
limitaticm on a graduating senior who is your best academic risk. Bcn- 
tra<»<!:iM«il ntudwits who have had to tak» a limit-.ad aradeaie loan because they 
had dependents to take care of or because they found it necessary to work aany 
hours per week in order to meat their financial obligations are often not able 
to graduate in an eight semeeter time frame and are penalised by proration. The 
old rule of JIX days or advancing a grade level was «wch aore flexible and 



It is also iiH)Ortant that we preserve the in- school interest subsidy since 
students are already incurring large indebtedness and the loss of this benefit 
would add an additional 20-30* during the life of the loan. Dnfortunately it ia 
uni'ialistic to expect Consfxess to iinprove the current grant/loan imbalance at 
this tine. Many etudents siinply will not be able to enroll in college or the 
default rate could increaee. 

In suamary, I aa opposed to direct lending, but am in favor of H.R.S30 if direct 
lending is not going to be repealed. However, it is essential that there be a 
fair co«|>arison of both programs. Also, both programs aust hava tha saae 
features and level of Bducaticn Department eupport. The evaluation also has to 
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The KoaoriJQle Bart Oordoa 
April 27, 199S 
Pag* Thra* 



•xtend into th* rapayaant pariod. which ia far aora ca^plicatad than tha 
diaburaa«ant procaaa. Schoola auat continua to hava a choice (hiring the 
evaluation period without the political praaaure that tha Oapaxtaent ia currently 
axartii^. 

I have triad to be very candid and am ackaittedly coacemed about the Departaent'a 
reaction to ny atateaenta. Pleaaa keep in aind that these are ny peraooal 
opiniona and not nacessarily the official poaition of Stetsca Oaiveraity. Thank 
you for taking tha initiative for aaking for the opiniooa of the financial aid 
coeaninity . 



Sincerely, 




John A. Agett, Director 
Student Financial Planning 



JAA/aj 



Bncloaure: Bducacion Department Bill 
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Office of the Prcsidait 
Ktay 12. 1995 



> 



The Hononble Bait Gordoo 
House of Reprcsematives 
2201 Rayburn Building 
Wajhingtoo. DC 20S 15-4206 

Dear Rep. Gordon: 

Thank you for your recent letter cooceniing federal student loan programs. 

We at N4is$issippi State University support continuatioa of the Federal Family Education Loan 
Program, which has provided good service to our students. We have seen improvements in the 
progivm during the past year which may have resulted from the element of competition 
represented by direct lending. 

We believe there is also a place in the current fuiancial aid structure for the Federal Dirc« 
Student Loan Program, although we would urge caution is proceeding with a large-scale, rapid 
increase in this relatively untested program. We would prefer that both programs be continued 
at least for the next two or three years, with Direct Loans capped somewhere in the range of 40 
to 60 percent of new loan volume. 

The two-program approach would allow colleges and students to preserve their loan options 
while providing the opportunity for a thorough evaluation of direct lending. We would not favor 
mandatory paiticipatioa in direct lending. Sustained competition between the FFEL and the 
FDSL programs should provide iixxntives for continued improvements in financial aid 
offerings. 

Thank you for your concern for the fumre of educational opportunity. 



Sincerely, 




President 



c: 



Dr. Roy Ruby 



PO P^x J • Mississippi SUte, MS .W62 SS09 « i«ll ) .«2) • FAX (601) 321-3189 
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Association of Vermont Independent Colleges 



TmPn»|>cctSttM<*MoMpcicr.VcnMM tS«02 • «02-2ZVt«62 



21 r«bru*ry 9S 



Th« Honorabl* B*rt Gordon 
103 Cannon Hous* Offlc* Building 
1st and Independanc* Avonuas, S.E. 
Washington, D.C. 20515 



Daar Reprasantatlva Gordon: 

Thla Is written on behalf of the members of the Association 
of Vermont's Independent Colleges. Our 17 schools enroll sone 
15,000 students. 

The Introduction of H.R. 530, titled the "Student Loan 
Evaluation and Stabilization Act of 1995" Is both valid and 
appreciated. 

In today's economy, students of all ages need the choice 
of how they want to consolidate their loans. They need: the 
provisions of "one-stop-shopplng" . Th»t Is, a simplified process 
for loan applications} guaranteed similar treatment regardless 
of the loan program option chosen and credit eligibility 
standards which are similar for each option. 

The Association recommends that Direct Lending be treated 
as a pilot project and capped at 40% of.'annual volume until 
such time as testing and evaluation can be completed. In 
addition, we further recommend removing the Department of 
Education's authority to force schools to participate in direct 
lending. 

Your leadership in this critical area is appreciated. 
When enacted into law, it will promote equity fcr borrowers, 
ensure the proper accounting of program costs and afford proper 
evaluation of the Direct Loan Progretm. 

If there are ways in which this office can be of assistance, 
please advise. 



Sincerely, 




Alan H. Heiss 
Executive Director 



cc: Senator James H. Jeffords 
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West Virginia School of 
Osteopathic Medicine 



March 27, 1995 



The Honorable Bart Gordon 
House of Representatives 
Congress of the United States 
2201 Raybum Building 
Washington, DC 20515-4206 

Dear Representative Gordon: 

Thank you for your letter of March 22, 1995 requesting information on how schools feel 
concerning the Direct Loan program. 

I have many concerns about direct lending. I do not feel that it should be a mandatory 
program for schools. 1 do feel however that if a school chooses to participate, they should 
be allowed to do so. In essence, there should be no minimum number of schools required 
and no maximum number allowed in the program. Each school is diversely different on its 
processing of loans for smdents, therefore, it should be up to each school if tliey want to 
participate or not. 

We are a professional school and are quite satisfied with the service our school receives 
under the FFEL program, do believe that the service the students receive after graduation 
could be improved if there were stringent regulations placed on servicers. Many servicers 
are unwilling to work with students when they get in a financial crunch. 

1 agree with your points concerning the direct lending program. Until it has been in 
existence for a least ten (10) years there are no indicators to judge the success of the 
program. The Department of Education has not demonstrated that they will be able to 
handle the collection and servicing of loans at this point. 

If I can be of any further assistaix^, please let me know. 




Director of Financial Aid 



400 North Uc Str«t Lcwisbun;, Wfst Vit^inU 24901 5O4'645'6270 Fax )04'645'4859 
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OFFICE OF THE PRESIDENT 

THE UNIVERSITY OF TEXAS AT AUSTIN 

P.O. Box T AMUm. Ttxas 7S7I3-S920 
(}12)47 1-1232-FAX(5I2}47ISI02 

April 7, 1995 

The Honorable Bart Gordon 
The United States House o£ 

Representat i ves 
2201 Rayburn Building 
Washington, DC 20515-4206 



Dear Mr. Gordon: 

Thank you for the opportunity to comment on student loan 
processing via either the Federal Direct Loan Program or the 
Federal Family Education Loan Program. You asked that I 
address the following specific questions: 

1. What is your position on Direct Lending and the reasons 
for your position? 

The University of Texas is supportive of the Direct 
Lending Program as an alternative to FFELP. It is 
mportant to note that the Direct Lending Program gives 
many institutions a choice regarding which processing 
system works best at a particular institution. The 
University of Texas at Austin has a uniq'je processing 
environment, using an institutionally developed 
mainframe financial aid software in concert with a 
local area network of Macintosh microcomputers. Vhis 
unique processing platform has caused us to choose to 
delay implementing the Direct Lending Program. This 
delay will allow us to extend our opportunity to 
evaluate the Direct Lending Program. 

2. How do you feel about mandatory participation in Direct 
Lendi ng? 

One of the benefits of the implementation of the Direct 
Lending Program has been increased competition faced by 
private enteiorise. In response to this increased 
competition., private enterprise has moved vigorously 
to explore new avenues and cooperative ventures in the 
processing of students' loan applications. We are not 
in favor of mandatory participation in Direct Lending 
because we feel that competition brings a higher level 
of service. A federally mandated Direct Lending 
Program is unlikely to provide the options that would 
allow the most efficient responses by the Univerbity of 
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The Honorable Bart Gordon 
April 7, 1995 
Page Two 



Texas at Austin and other institutional participants 
nationwide. 

3. Are you satisfied with the service your school and 
students receive under the Federal Family Education 
Loan Program and how do you believe it could be 
improved? 

While the current processing at The University of Texas 
at Austin is satisfactory and we are, therefore, 
reasonably satisfied with the service that we are 
receiving, we believe that the Texas Guaranteed student 
Loan Corporation and others that continue to operate in 
the FFELP arena will continue to respond to OT Austin's 
unique needs enhancing the level of service available 
both to the institution and its students. We feel that 
this improvement has developed naturally as these 
entities have continued to seek an improved level of 
service. However, as indicated above, the substantial 
competition of Direct Lending has caused these entities 
to move with greater vigor and interest than they might 
otherwise have exhibited. 

One extremely important area in which the FFELP process 
could be improved (and all other areas of processing 
student support) would be to enact legislation that 
would provide a differing level of reward/ reprimand for 
institutions based on their performance. The current 
status of federal legislation is that there is limited 
variability in the degree of mandated activities. 
Institutions doing an excellent job at serving their 
students' needs within the federal audit requirements 
and with excellent outcomes in the area of student 
graduation rates, success rates and employment rates, 
still fall under a heavy handed (and expensive) 
regulatory burden. I am enclosing a document prodi:ced 
by the University of California Financial Aid Directors 
regarding regulatory relief for quality institutions. 
Dr. Lawrence Burt, the current Director of the Office 
of Student Financial Services at the University of 
Texas at Austin was a primary author of that document 
and would be happy to provide additional information 
regarding this topic should you wish. 

The University of Texas at Austin supports cost cutting 
measures and movement toward a balanced federal budget. 
There is much discussion in the media surrounding cuts in 
various federal programs. While there are many programs 
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The Honorable Bart Gordon 
April 7, IS'95 
Page Three 



that may be appropriate for an intense level of scrutiny 
(and perhaps funding reductions), I must request that you 
look carefully at all of the options available to you pri 
to enforcing draconian measures in the area of student 
financial support. 

Education is the key to advancement, particularly for 
economically disadvantaged and minority students. Your 
support in providing opportunity for needy stuaents is 
requested. Thank you for providing a forum in which the 
comnents of educational leaders can be aired. 

Sincerely, 

Robert M. Beidahl 
President 

RMB : LWB : dab 

Enclosure 

c: Lawrence W. Burt 
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DISCUSSION DRAFT: COCUtELATION BETWEEN ADMINBniATIVE QUAUTY AND REGULATORY REUEF 



RANKING 


MINIMUM OUAUTY CRITERIA 


GENERAL OUAUTY QUTERIA 


REOULATOftY RELIEF 


AAA 


MiDunucB for c«ieg«y. 

1 ) Suflord cotot dcMt nae oTInt 

2) No taon thin 75% ol tool 
cmJhBM CB Mcd-bttod fcdcfil 
aid 

3> Ab«eace of LSAT activity Ufaimt 

the imcitutioa by ED, cumady or 

withia pRceduig 5 yean. 
4> Meets « teast 4 of the criiem 

Itsied in "Geaenl Quality 

Critcha." 

5) Hve cflmecutive yem of 
participMion in Title rv proframa. 

6) Has not had findioxs m the 
prec«dtn( twocxiccoai SFA audits 
thM rouhod in paybacks totalin] 
more tbu 2% of Title tV 
disbin*£me«s for the audti year in 
questioa 

7) Spends an amount treater than 3% 
of its Title tV funds on the 
adDtinistraticn of rmancia) aid. 


Oeoetal quality critena appfy lo AAA- 
aod AA-anked imtiiDtioat: 

1 ) ParticipMca in a leaal 2 of ttK 3 
campua baaed programs. 

2) Adbiils kaa than 2^ of 
BOdeivadBaaea by abtaty-«>teicfit 

3) Ha* taeiMiooaUy faadbd stodmi 
suppo.n prcjtnm «M cqaal at leaai 
3% of the avetage local amount 
awarded at ibe inttituciao in Title 
IV aid over the preceding 3 yetn 
(cxdudiog SLS A PLUS mi 
indudfaig any overmatch oooiribaied 
10 campus-baaed pragraoa); 

4) b a member of a stale, tcgiooal or 
oaboaal profeasiottal aaaociatioR 
focused on the ddntry of oeod- 
baaed financial aid. 

3) Panicipaie in DcpL of Ed. 
prognm. 


Waived 

1) 30^ delay B disbtimaeM of 
Stafford Loans (or fnt-tiaK UG 

2) SpeaSc raqwtactts R^adiag 
emratKC and exit ioaerviewa for 
StaAbnJ and Bcfluns bonowcn. 

3) Multiple dbbmtaeais in Stafford 
LoanProfiaB. 

4) Collection of dM Fmaarial Aid 

Modified: 

1 ) OadRomal iosttad of bieocud 
SFA exttmal audita. 

2) Reduce verification mqHetDcats. 

3) Professiooal judgment pcnnit its 
applicatioa to categories of 


AA 


Mininwm for cattfory: 

1 ) Stafford cohort defauh me of lew 
than I7J%. 

2) No more than 85% of toul 
ttvoAnicnt on ne^d^^ied fedcnl 
a«i 

3> Absence of LSAT activity agcinst 

ihe institutKxi by ED. cunmtly or 

in preceding S yean. 
4» Ai kast 4 of the critena luted in 

-Gcnoil Quality Criteria." 
5) 3 cofttccuovc years of 

pattjcipation in the Title IV 

6> Has not had findings in the 

pteccdini taro extcfnal SFA audits 
that resulted in paybacks touling 
more dian 4% of Title tV 
disbunemcnts for the audit year in 
question. 

7) Spends an amount greater than 1% 
of its Title tV funds on the 
admin tstration of financial aid. 


Waiwd; 

Same as AAA insututiom except t3 
(multiple disbunements in Stafford 
Loan Program) would cootioue as a 
requiiemeu. 

ModtfiKl: 

t ) Professional judgment pennit its 
application to categories of 
students. 


A 


All other institutions that meet basic 
fedenl standcrds for participation in 
Tiik IV programs. 




No waiven 

No modtficalMns 
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S0LnH(7SRDUM\ 

April 4, 1995 

The Honorable Bart Gordon, M.C. onaorSniiionFMNcvii As 

2201 Rayburn Building «j>Sc»oc«s»« 
Washington, D.C. 20515-4206 

Dear Congressman Gordon, 

Thank you for taking the time to make covert effort to understand 
the' issues involved in the Direct Loan/Federal Family of 
Educational Loans. 

Your letter is very much to the point as will be my response. 1 
believe that in the absence of a strong state guarantee agency the 
Direct Lending Program would be my choice. However m South 
Carolina, as in Tennessee, there is a strong, well managed Agency 
that has made the effort to be responsive to the needs of the 
schools, supportive of student benefits and very service oriented. 
The South Carolina Student Loan Corporation has all of the benefits 
of direct lending including all of the repayment options so 
prominently mentioned by proponents of Direct Lending. In 
addition, it is offering the Great Rewards benefit. In short, I am 
pleased with FFELP. At best Direct Lending might equal what we do 
now, and if that is the best it can do, why change? 

A second reason we wish to stay as we are is the additional 
programming required of our computer center. 

Finally, I am not convinced the Education Department can provide 
the services required of a lender for fund management, distribution 
of funds and requisite reporting of information. Clearly, there 
would be a need for a coetly enhancement of staffing and 
technology. 

I think mandatory Direct Lending would be a mistake. We are told 
that the default rate will not be factored in the evaluation of the 
school and its participation in the program. The old saying chat 
a "defaulted payment is only a bad loan matured" would surely 
impact, and blame £or defaults will be placed. Competition from 
Direct Lending has made the FFELP a better program. Conversely, 
Direct lending will be a better and more effective program by 
competing . 

In short, I believe the system of Direct Lending must be given 
several tests of viability and capability. One hundred and four 
schools are very pleased. Will 1,400 schools be equally as 
pleased? More to the point, will 7,000 schools be pleased? I 
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believe Direct Lending must be well tested. 

I hope my responses will be of assistance as you look to the 
legislation supporting students. If I may be of service to you as 
this matter is considered, please feel free to call on me. 

Gerald T. Bird, Director 
Financial Aid and Scholarships 
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OJftECTOR 

STUjeNT CiNANClAl, AID 

April 3, 1995 



The Honorable Bart Gordon 
Member of Congress 
House of RepTBSsntatives 
220 1 Raybum Building 
Washington, DC 30515-4206 

Dear Congressmsm Gordon: 

We acknowledge your letter of March 22, 1995, regarding Clemson University's position 
on the Direct Lending Program with great appreciation. 

As Director of Financial Aid for Clemson University for the past twenty years and having 
served in several regional and national leaderehip roles, 1 have been consciously aware 
of issues regarding direct lending. I am not opposed to direct lending, but I want to 
ensure that the program performs as having been suggested by its proponents. I 
favored a pilot program rather than mandatory participation to allow ample evaluation. 
The phase-in accomplishes this objective, but a sense of urgency seems apparent by 
the Department of Education to insure that the concept works. As you are aware, 
substantial resources have been directed toward this effort. 1 would question whether 
such attention would have been given to support institutions with mandatory 
participation and if such attention will continue. Clemson University cun-ently has 
limited resources to install a new system whrch would be essential during the formative 
stages of direct lending. 

Conversion to direct lending is not r;cst effective for Clemson in the current financing 
environment and would be no more beneficial to our students. Direct lending requires 
that the institution process the application and cover the cost of managing the 
promissory note. Under the Stafford Loan model that we follow, we have an electronte 
relationship with the South Carolina Student Loan Corporation whkjh guarantees loans, 
sen/es as the lender, and sen/ices loans. The majorif,' of our loans are processed 
through the Corporation. The Corporation receives data electronically from Clemson 
University. The Student Loan Corporation manages the promissory note process, 
approves loans and electronteally informs Clemson of the approval. Funds are 
fonwarded electronically prior to student enrollment to allow time for reconciling and for 
the opportunity to generate electronic funds transfer float revenue. 
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Page 2 
April 3, 1995 



Although direct lending provides a limited administrative allowance, additional 
administrative costs makes the program tass attractive than the currently streamlined 
Stafford Loan program process. Direct lending has provided major incenthras to the 
Stafford Loan industry to maximize efficiency arKJ erthance program attractiveness. 

Mandatory participation in direct lerxling would be a mistake. PartxHpatton shoukl be 
voluntary based on the merits of each. If direct lending is truly more ecorxxnical and 
administratively more attractive, time shouM be allowed for the program to be proven. I 
am convinced that the program can work and be successful I am not convinced of the 
level savings and how supportive the Department will be In ttie long run. Guarantee 
agencies and lenders serw as advocates for the Stafford Loan Program Insurirtg 
effrclencies iiKludlng regulatory. I am concerned about how effective and efficient a 
govemment-run/controlled program will l>e in tfte tong mn. 

The Issue of loan limits and interest benefits must be given careful conskleratton. 
Reliance on toana is reaching a level whk;h must be given your attention. Loan limits 
currently do not ensure educatkxtal access. The cost of attendance for a freshman at 
Clemson University, a state supported institution, is $10,446 for 1995-96. With the Pell 
Grant and Stafford Loan, we can only assure a student of $4,975 minus k)an fees. I 
wouM also encourage cautk)n in discussknt regarding in-school interest subsklies, 
which if relinquistied for needy students wouM have the effect of increasing k>an 
repayment by 20% to 30% while borrowing at the same level. Default level issues will 
be a major concem In ttie future. 

Your interest in this issue is greatly appreciated. Should additional information be 
needed, do not hesitate to call on me. 




Man/in G. Carfnichael 
Director of Financial Akl 



MGC/cc 



xc: Congressman Bob Ingles 

Congressman Lindsey Graham 
Dallas Martin 



Senator Strom Thumwnd 
Senator Fritz Holling 
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OxtikstmScuimilMvmity 



March 30, 1995 



The Honorable Bart Gordon 
2201 Raybum Building 
Washington, DC 20515-4206 

Dear Representative Gordon: 

Thank you for the opportunity to address some of the Issues 
regarding the federally supported student loan programs. Your 
Interest In and support of student aid Is greatly appreciated. 

In answer to your questions: 

1) I am opposed to direct lending. There are numerous 
reasons. A few are: 1) Why would we put all "eggs In 
one basket" when we do not know If the basket has 
holes? The Federal Family Education Loan Program Is 
tried and true. Charleston Southern Is a small (2500 
student population), private college, the computer 
support and clerlcnl support would present mammoth 
problems. 2) With the costs of education rising at 
alarming rates, and federal aid being reduced. It Is 
impossible to package a full-need student without using 
loans. C3U has packaged with FFEL for years. This has 
been an extremely workable system. Why stop? 3) There 
are no guarantees about default rates In the Direct Loan 
program. What If our college Is "assigned" an outside 
servicer who does not do a good Job following-up with 
students and consequently our college has a large default 
rate thereby loosing the Direct Loan fundlngl I' the 
FFEL Program Is not available, how will students afford 
to attend our college? 

2) I adamantly oppose mandatory participation In direct 
lending. To begin with, where Is all the money coming 
from to fully fund all students? At CSU, we currently 
have approximately $6 million In FFEL funds. We 
represent just one small school t 

3) Yes, I am completely satisfied with the service CSU 
and our students receive. In South Carolina, we Htlllze 
the South Carolina Student Loan Corporation for 
approximately 95% of all FFEL programs. The Loan 
Corporation has the lowest default rate In the nation. 
Why would I not be satisfied? When I came to Charleston 
Southern University, the majority of loans where 
processed through outside lenders. The first default 
rate reported at CSU was 37% t The first thing I did was 
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R«prM«ntatlv« Bart Qordon 
March 30, 199S 



to contact the Loan Corporation and start aandlng all new 
application to thea. They have worked with ay ataff to 
correct any problems and have provided exeaplary service 
to both ay staff and our students. I aa extreaely proud 
to say that the current default rate at CSU Is less than 
7% I A proyraa that works with a lender that Is 
snt^rtlve and conscientious. The tomn Corporation Is 
always seeking ways to better assist both the 
Institutions and the students. They have been aggressive 
m seeking new technology to speed processing and llalt 
paperwork. 

These are just a few of ay concerns and Issues regarding 
student loans. I am truly grateful that you have taken the tl«e to 
listen! That does not always happen In Washington. Thank you. 
If I can be or further aaslstance to you In any way, please feel 
free to contact m. 

Sincerely, 



Ellen Carraway 6r< 
Director 
Financial Aid 



cc! Kr. Hllllae M. Mackle, Jr. 

Executive Director, SC Student ho»n Corporation 
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SOUTHERN 
WESLEYAN 



UNIVERSITY 



Weskyio Drive • P.O. Box 1020 
Ccnlnl,SC296M-I020 



(803)639-2453 . (103) 63M«26 FAX 



Much 27. 1995 



A 



The Hooonblc But Gonloo 
House of Representatives 



2201 Rayburn Buikting 
Washington. TX 20515-4206 

Dear Representative Gordon: 

Thank you for your letter dated March 22. 1995. It is encouraging to know that we have Representatives 
in Congress that arc willing to go the 'extra mile* in finding out the views of American citizens. 

As Director of Financial Aid at Central Wesleyan College. I am very aware of all the proposed changes to 
higher education, the implication that all schoo<; will evenmally be forced to go with Direct Leoding is an 
alarming thought. 

From an administrative standpoint. I do not feel like Direct Ixnding wilt be that much more difficult. My 
concern is for my students. Schools that are panicipating in Direct Ixnding presently seem to favor thii 
method of lending. The DOE has been able to give those schools terrific service But what happens when 
the number of schools triple? Will they still he able to handle the volume with the same type of service? I 
don't think it's possible. Different "bugs" are boutxi to appear once all schools are involved with D.L. 
This system is too new and hasn't really been tested yet. 

Also, very little has been said or published regarding the way snideats will be handled once they are in 
repayment, etc. 1 don't have any way of kiwwing whether or not my snidenls will g;t the same service 
through Direct Loans as they would through the FFEL program. This system needs to be tested for many 
years on a much snuller scale before all schools are forced into these uncharted waters. 

I look at it this way: I would not buy a car from a new dealership who did not have their service garage 
built yet. Imagine how you would feel if you asked the salesman how be planned on servicing your car 
and he told you he would worry about that when the time comes. Suppose too. that there was an 
experienced dealership just down the road with proven service and years of experience. Where would you 
buy your new car? 

Mandatory participation in direct lending would take away the freedom of choice that schools and shidents 
now have. My students like to "shop around" for lenders with superior customer service. If the DOE 
didn't have any competitors, there would be no need for them to strive for higher levels of customer 
service. Competition is one of the ingredients that have made American businesses so appealing to 
consumers. Having a monopoly on the student loan program would not be just. It goes against many of 
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tbe vahM* congntt hit tried to initill in American >«iiif«>tf»t for yean. 

Lastly. I am very atiiried with the cuneol FFEL pcogram. I do lieel thoufh, that tbe Depaitmeot of 
Educacioa gives litdc support to schools comideriiig tbe m.gninvu of tbe lules and tesulatioos hanled 
dawn. Moving towaid* mandatoiy paitidiatioa in the Direct Loan program would malx a bad liluation 
worse. 

Again, thank you for your awareness to ptoUons such as these. I would be happy to provide you with as 
much information as needed to support your fight. 

Sincerely, 

BeoMilstead ^ 
Director of Financial Aid 
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March 30, 1995 



The Honorable Bart Gordon 
Congress of the United Sutes 
House of Representatives 
2201 Raybum Building 
Washington, DC 20515-4231 



Dear Mr. Gordon: 

This is in reference to your letter of March 22 to Dr. Joab Thomas, President 
of The Pennsylvania Sute University, concerning the issue of direct lending. 

I am enclosing a copy of a letter that we recently sent to Chairman Goodling 
on this topic. I believe this correspondence addresses the questions that you raise. 
If you need further assistance, please let me know. Thank you for your support! 



Sincerely. 




Bob L. White 



Enclosure 



An h^iiul Opvwnunir* t. ni*erMly 
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January 30, 1995 



The Honorable William F. Goodling 
United States House of Representatives 
2263 Raybum House Office Building 
Washington, D.C. 20515-3819 

Dear Mr. Chairman: 

I write in support of your effort (H.R. 530) to provide 
for a careful evaluation of the Direct Lending Pilot Program, 
r note that your legislation will allow for careful evaluation 
and comparison of the Federal Family Education Loan Program 
and the Federal Direct Student Loan Program by restoring the 
Federal Direct Student Loan Program to a true "pilot" status, 
thus allowing both programs to operate until an adequate 
evaluation can be made. 

Corraon sense dictates that with a program of this 
magnitude Congress must be certain that any new program will 
operate effectively both fiscally and administratively if it 
is to serve the best interests of our Nation's students. 

Vour legislation will take this issue out of the realm of 
politics and will allow future discussions to be based upon 
faces rather than rhetoric . 

I congratulate you on your leadership of this vital 
issue . 




Sincerely, 



Joab Thomas 
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Oregon 
Institute of 
Tfechnobgy 



Office of Student Financial Aid 



3201 Campus Drive, Klamath Falls, OR9760I-880I / 503.885.1280 / FAX 503.885.1024 



March 29, 1995 



Honorable Bart Gordon 
2201 Rayburn Building 
Washington, D.C. 20515-4206 

Dear Representative Gordon: 

Thank you for your letter regarding ay position on H.R. 530. I 
very Much support the resolution and have sent letters indicating 
■y position to all the Oregon Congressional delegation. A copy of 
that letter is attached which addressee the points you are most 
concerned with. Our relationship over asny years with the private 
sector in the student loan program has been very successful and 
beneficial to our school and to our students. Frankly, I do not 
believe the Department of Education will ever be able to provide 
the saae level of services on either end of the student loan 
prograa as has the private sector. We have carefully evaluated 
and chosen quality lenders, guarantors, and servicers for our 
students and It has worked well. I hope to always have that as an 
option for the«. If you or your staff have additional questions 
please contact ae. 

Sincerely, 




John C. Huntl*y-^ 
Director of Financial Aid 





